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PREFACE 


This book has been written at the request of 
my students, and is published in the hope that 
others too would find it useful in their work 

The aim of the author has been to confine the 
subject matter of the book mainly to the needs of 
students preparing for the I ntermediate Examina - 
tion . Wherever necessary, additional information 
has been given in small print in the form of 
foot-notes to make the book useful even to advmced 
students. _ 

Figures, charts and diagrams have been freely 
used throughout, and practical and numerical work 
has been alloted a special section. Illustrations 
have been taken from everyday life in India, 'and 
as up-to-date an account has been given as possible. 
At many places comparative tables for other 
countries have also been given to arouse interest 
and stimulate thought. 

One of the greatest difficulties for the beginner 
is that of selection from the enormous mass of 
subject matter scattered over in different publica- 
tions, and of grasping the continuity and inter- 
relation of the various topics. The author has, 
therefore, assimilated into the body of the book 
all that is required from standard writers on 
Economics and from Govt, publications and reports, 
without forgetting the need of presenting the 
subject-matter in a manner in which it may -be 
most easily grasped by Indian students making 
their first acquaintance with the subject. 

It is hoped that students will find in the book 
all the information they need, and will find the 
study of it pleasant and stimulating. 



PREFACE TO SECOND EDITION 


In this edition a few slips hare been corrected, 
some facts and figures hare been brought up-to- 
date, and certain portions have been re-written. 
The aim throughout has been to make the book as 
useful to the students as possible. The book, of- 
course, claims no originality— the author has 
proceeded along generally accepted lines, and has 
only tried to put the principles of Economics before 
the students in a simple and easily understandable 
form. 


30th Sept, 1945. 


The Author 
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INTRODUCTORY 



CHAPTER 1 

WHAT IS ECONOMICS ? 


Definition of Economics : — 

If we look around us in this world we find that 
we all have certain wants or desires which need to 
be satisfied: when we feel hungry, we want food; 
when the winter season is on, we waut clothes; when 
it rains or dust-storms com'*, we want houses; when 
we fall ill, - we want doctors and medicines; when 
we have to educate children, we want books and 
teachers. Similarly, we want pictures, musical 
instruments, articles of furniture, motor ears, rail- 
ways, and a thousand and one other comforts and 
luxuries — for our wants are always increasing and 
know no end. 

Now the means by which these wants can be 
satisfied in this world are scarce. There is not 
enough of everything for everybody in this world. 
Certain things like air, water, and sunshine are 
free gifts of Nature, and are available in abundance; 
but most other things that we want and desire can- 
not be obtained without effort — we have to work 
and increase the quantity of goods so as to make 
up for their insufficiency. Thus we find that every 
one of us in daily life is making these efforts in one 
form or the other. Men, women, and children work 
in the field from morning till evening; labourers work 
in the factory, and clerks in the office;>for long 
hourB; shopkeepers sit in their shops from early 
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morning tilt late in the evening; railway servants 
and watohmen work even during the nights; dootors 
attend to their patients at all odd hours; lawyers 
are willing to do all kinds of work for their clients; 
students go on working hard on their books; and 
'the whole world, indeed, is at work. 

Man is a bundle of wants , and makes efforts 
to satisfy these wants. The things that satisfy the 
wants, and are scarce , are known as economic goods 
(or wealth); and the efforts that are made, or the 
activities that are undertaken , to satisfy these wants 
are "known as economic activities . And the study 
of these zvants and activities of man — l ‘the wealth- 
getting and the wealth-using activities ” — is known 
as Economics. 

Very simply stated, Economics seeks to explain 
what is daily going on all around us — how people, 
young and old, men and women are all striving to 
earn a living (‘‘Pet ki khalii** as they say). [We 
must, however, note here that non-economic activities 
of human beings lie beyond the province of Econo* 
mica. For example, Gandhi and Jmnah work for 
the country out of a spirit of patriotism; students 
play cricket and tennis for the sake of pleasure; and 
mothers look after their children out of love and 
affection. Such activities are non economic as they 
are not undertaken for the sake of Wealth (“Pet ki 
Khatir**)', and they are not considered in Economics. 

.Coming now to the definition of Economics by 
great writers on the subject, here are some of the 
defibitions: — 
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Just as in a football game, the man who knows 
the game fixes his attention on or near the ball to 
watch the movements of the players intent upon 
kicking or clearing the ball, similarly, in the eco- 
nomic game, we want to study those movements of 
the people which centre round wealth and we fix our 
attention upon wealth so that we may study these 
movements better. The subject of our study, 
however is not wealth, but man and his welfare. 

(2) Though Economics is the study of man, it 
is only a part of the study of man. It concerns 
itself with only the economic aspect of his activities. 

Man’s activities are said to be of two binds 
(i) economic , i. e. activities which deal with wealth, 
with what men do in order to acquire and use 
wealth — money-getting and money-spending activi- 
ties ; and ( ii ) non-economic i. e., activities arising out 
of love, family affection, spirit of patriotism, or com- 
munalism, love of art, pity, shame, religion, etc., etc., 
e. g., a wife attending her husband in the sick-bed ; 
a mother taking care of her child ; a musician sing- 
ing for pleasure ( not for money ) or a tourist climb- 
ing a mountain merely to enjoy the beauties of 
. Nature ; a person going to a temple to worship his 
gods ; a person helping in the organisation of the 
Hindu Sabha or the Muslim League ; and a Gandhi 
or Budha going out to preach “Ahimsa‘’. And, in 
Economics, we are said to be concerned with only 
the former class of activities. 

Modern economists, however, think that this is 
not the correct view. They believe that activities 



( 8 ) 

as such cannot bo economic or non economic, but 
that every aotivity of man has an economic 
aspect, a political aspect, a religions aspect, etc , 
eto and Economics Beehs to sfcndy the economic 
aspect of all of man's activities 

However, by saying that every activity of man 
has an economio aspeot, it is not meant that man 
is always led by the motive of wealth and by no 
other motive, or that ho works simply to serve 
his self-intereBt and never does anything out of 
love or affection, sentiment or patriotism Suoh 
was the belief of the earlier economists w bo had 
the conception of the ‘economic man’, and 
thought that he was always actuated by the 
desire for wealth, and never did anj thing except 
for the sake of wealth — for example, they thought 
that if the father took caro of ohild it was !n the 
hope of getting wealth and comfort from the child 
later on, and if the wife attended her husband on 
the sick bed, it was because the husband provided 
material comforts to the wife Modern economists 
recognise that man la a creature of impulse, of fear, 
of love and hate, etc , eto , and does things for all 
sorts of seasons, even though the strongest incentive 
for work in moat cases as the desire for wealth 
However, for the sake of convenience of study 
they study only one aspect of man, the economic 
aspect — the study of all the aspects would be too 
huge a task, indeed, for any odo science 

(3) Economics is a social science It considers 
the activities and wants of men who live in society, 
and not of men who live the lonely life of a Robin- 
son Crusoe or a Sanyas! 
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' Economics deals with man in his relation 
to society. It studies the average actions of men 
living in society, earning and spending in society; 
for, in, whatever position a man may be, he is 
necessarily a member of the big human society, in 
which, $yery individual member works to produce 
wt\at some one else wants, and obtains in exchange 
for* the product of his labour, the food, the house, 
the ^lothing, the recreation, and all other things 
which ,he wants. We depend upon our neigh- 
bours for the satisfaction of our needs, and they 
depend upon us. Our economic activities affect 
them as their activities affect us. And thus the 
activities of persons liviug in solitude, e.g., the 
activities of RobinSon Crusoe working all alone in 
his island or of a Sauyasi sitting on the top of the 
Himalayas, are out of the scope of Economics, 
because they are centred round one person and 
form an exception to the general rule of life. 

(We must, however, note that neither Prof. 
Marshall nor Prof. ' Robbins calls Economics a 
social science. After all, there are certain laws in 
Economics which would be true even if there were 
only solitary men living in this world — for example, 
the law of diminishing .utility would operate in the 
case of Robinson Crusoe also. ) 

(4) Economics is both a science and an art — the 
SCOPE of Economics. 

A Science is a systematised body of knowledge. 
It simply finds out facts as they actually are, or have 
been. It assumes nothing to be good and nothing to 
be bad, and does not say what is desirable and what 
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Economics deals with man in his relation 
to society. It studies the average actions of men 
living in society, earning and spending in society; 
for, in, whatever position a man may be, he is 
necessarily a member of the big human society, in 
which, $yery individual member works to produce 
wfyat some one else wants, and obtains in exchange 
for* the product of his labour, the food, the house, 
the ^lothing, the recreation, and all other things 
which ,he wants. We depend upon our neigh- 
bours for the satisfaction of our needs, and they 
depend upon us. Our economic activities a Sect 
them as their activities affect us. And thus the 
activities of persons living in solitude, e.g., the 
activities of RobinSon Crusoe working all alone in 
his island or of a Sanyasi sitting on the top of the 
Himalayas, are out of the scope of Economics, 
because they are centred round one person and 
form an exception to the general rule of life. 

(We must, however, note that neither Prop. 
Marshall nor Prof. ' Robbins calls Economics a 
social science. After all, there are certain laws in 
Economics which would be true even if there were 
only solitary men living in this world — for example, 
the law of diminishing .utility would operate in the 
case of Robinson Crusoe also. ) 

(4) Economics is both a science and an art — the 
SCOPE of Economics. 

A Science is a systematised body of knowledge. 
It simply finds out facts as they actually are, or have 
been. It assumes nothing to be good and nothing to 
be bad, and does not say what is desirable and what 
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is not desirable It only describes, and tells us that 
such and such a thing would follow under such and 
such circumstances, that if wo did such and suoh 
a thing, the result would be such and such, eto etc. 
It plays the part of a reporter It simply observes 
things and notes them down It does not suggest 
any course of action For example, the Bcienco of 
Chemistry only tells us that if opium is taken by a 
person, it will have a bad effect, but it does not tell 
us whether a person should or should not take 
opium 

An Art , on tho other hand, has some practical 
end in view, e g tho arts of painting aud photogra- 
phy of bui'ding and engraving, which tell us bow 
to have a good picture or photograph or building, 
etc It not only describes, but also prescribes 
That is to sa) it not only finds out facts as they 
jire but also points out what they ought to be It 
teaches us not only to know, but also to do It 
layB down rules of guidance 

Judged in the light of this difference between 
a science and an art. Economics is surely a science 
It does not teaoh us how to be wealthy, or how to 
be economical It only gives ns the laws of produc- 
tion consumption exchange and distribution— how 
production and consumption improve why wages 
rise and fall, why interest is paid what determines 
the rate of interest who bears the tax, eto , eto. 
It is not concerned with the right or wrong, good or 
bad of man's actions and desires, or with the justice 
or injustice of the structure of society For exam- 
ple it has not to consider whether wages should 
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be allowed to fall, whether interest Bhould be 
a' ’owed to go high, whether the drink trade shou’d 
be permitted, whether the rich should be allowed 
to grow richer and the poor poorer, etc., etc. 


“ Economics deals ivith means; the study of ends 


lies outside its scope .'' 1 


Robbins. 


The business of the economist is merely to deal 
with facts .and figures. He is to explore and to 
explain, not to uphold or condemn*, not to paint a 
moral or adorn a tale. 


Hoivever, we must not forget that while Econo- 
mics is undoubtedly a science , there is also something 
like the art of Economics. 


The art of Economics aims at improvement in pro- 
duction and consumption. For example, the function 
of Economics is not orrty to point out the scientific 
laws that actively control production and distribu- 
tion, but to show how production and distribution 
of wealth should be regulated, that is, how we should 
utilise the natural and human resources best for the 
promotion of social welfare, how we should improve 
produetibn and bring about a better distribution of 
the wealth of a nation among its members, how we 
can compel high wages, how we can prevent high 
rates of interest, how we can stop . the growth of 
population, etc., etc. To take a simple instance, 
Economics not only tells us why a country is poor, 
but also points out how that poverty can be removed. 
If it tells us only that India is poor, and does not 
suggest means and methods of reform by which that 
poverty can be removed it would be of little value to 
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us, indeed. And thus Economics is an art as well 
as a science. 

In fact, in recent years the scope of -Economics 
has been very much extended. Economists have 
now 'crossed the stage of mere exploration and 
explanation of fact, and have begun suggesting 
measures for improving the social welfare. Econo- 
mics is, at the same time, a positive science (what 
is), a normative science (what ought to he), and an 
art (how this object can be achieved). 

(5) In arriving at the laws in Economics the 
deductive and the inductive method both have 
been used by the economists— the METHOD of 
Economics. 

There are two methods by which a scientist 
may proceed iu his investigations, and discover 
the relationship between cause and effect (the laws 
of the subject). They are known as deductive 
method, and induotive method. The most essen- 
tial feature of the inductive method consists in 
reasoning from the particular ttfTthe general, ep, 
if we observe that A Ts a man and desires to have 
wealth; B is a man and desires to have wealth; 0 is 
a man and desires to have wealth and so on, 
then we can at once infer that all men desire to 
have wealth. The essence of the deductive method 
on the other hand, consists in reasoning from the 
general to the particular; e.g. if we assume that all 
meiTdesire to have wealth, then we can agree that 
since X is a man, be also will desire to have wealth. 

As Economics is also a Science and has its laws, 
the question arises: which of the two methods is of 
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greater importance in Economics'? The answer is 
that both deductive and inductive methods have 
been used by the Economists, and both are equally 
important. Induction and deduction are both nece- 
ssary for the science , just as the right and the left 
foot both are needed, for walking ; and whether we 
use one method or the other we have to take the 
help of the alternative method in almost every case. 
Says Marshall: 

u There is not any one method of investigation 
loliich can properly be called the method of Economics; 
but every method must be made serviceable in its 
proper place.” 

Economists of the 17th and 18th centuries belie- 
ved that the laws of Economics could be deduced by 
the deductive method. They made certain general- 
isations ( for example, they assumed that men were 
“economic men”, who did everything selfishly for 
the sake of wealth only ) ; and they deduced the 
whole of Economics from these assumptions. But 
the mistake of these writers lay in the fact that they 
started with insufficient data, and their assumptions 
very often could not be borne out by reality. For 
example, the idea of the “economic man” was not 
absolutely correct — the average man need not be 
guided by selfish motives alone, but may do a thing 
out of love, affection, or patriotism, etc.; and thus 
the conclusions a^o could not be correot. For 
this reason, others recommended the adoption of 
the inductive . method for economic investigation. 
This method consisted in the observation of facts 
from history j and then in drawing conclusions from 



subsequent facts and figures But there were 
difficulties in this method, too, for ’observation 
of facts 10 very difficult in the social sotenoes, and 
we cannot see through them by observation alone 
Besides, it is difficult to make experiments m 
Economics and thus verify our conclusions We 
cannot experiment with men as we can with cberm* 
cals Men are interested in the result and miy try 
to ohange it. For instance, the manager of a fac- 
tory proposes to see whether there is any difference 
in production by cui tailing the hours of work, and 
he reduces 9 hours of work to 8 hours of work The 
labourers, who are interested in the result, may 
work harder and produce more with 8 hours of 
work than they did with 9 hours , but then when 
8 hours’ day is established they may not work so well 
as they did in the previous year of tna', with the 
result that they may not produce as much as they did 
when they worked 9 bourB a day In fact we 
cannot rely on any one method only r J he inductive 
method must always bo tested by mean? of deduc- 
tion and the deductive method must always be 
tested by means of induction. The conclusions of 
deduction are likely to be false , the contusions 
of induction a one are nariow % for they can only 
apply to the one placo and the one time in which 
the facts are observed. 

However in certain departments of Economics 
the investigator can rely more upon the deductive 
method, and in other departments he can dependj 
more on the inductive method In the department 
of production for example where the opportunities 
for theoriung are rare and where we are brought 
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in touch with the reality of life, inductive reason- 
ing has a greater importance. Thus, for example, 
the Jaws of increasing and diminishing returns, the 
principle of substitution, and the law of population, 
can be studied only with the help of patient obser- 
vation and the inductive method. On the other hand, 
in the study of consumption and exchange in which 
we have to deal with mere abstract and general 
principles, the deductive method is more applicable. 

(6) Though Economics is a science, the laws 
in Economics are less definite than in other 
sciences. They are essentially hypothetical. 

All sciences have their laws. Physics has its laws. 
e,g ., the law of gravitation. Chemistry has its laws, 
e,g., the Boyle’s law. Similarly, Economics has 
its laws, e.g , the law of demand which tells us that 
if the price of mangoes, say, rises, the people will 
usually purchase a smaller number of mangoes than 
before — a higher price for a thing leads to a fall in 
demand. 

Now all laws lay it down that certain causes 
will lead to definite results which we can calculate 
beforehand. And so does Economics. But there 
is a slight difference between the laws of Economics 
and the laws of other sciences. In Economics cir- 
cumstances are rather complex and laws are changing, 
because human will enters in human relations, and 
it becomes difficult to form definite conclusions — 
we have to deal not with water or clay, as in Physics 
and Chemistry, but with ‘man’, whose motives and 
conditions, activities and relations are always 
■ changing ; and naturally our conclusions are* less 



exact For example, on the baBia of the law of 
gravitation, the astronomer can calculate beforehand 
and say definitely years before that an eehpse will 
occur at such and such time on such and such day 
or night in such and stioh month. But we cannot 
calculate like this in Economics. For example, 
there is a law in Economics that when the price 
falls, the demand increases. Suppose the charge 
for supplying gas is lowered Then acccordmg to 
the law, the demand for gas must increase. But, 
suppose in the meantime, e'eotno supply becomes 
more popular, and people begin to use electricity in 
p’ace of gas. In that case the demand for gas 
instead of increasing may decrease, bxmtlarly, we 
find that in these days of war demaud has not fallen 
though prices have gone up tremendously. 

Marshall, therefore, says: 

Ur Vh>> laws of Economics ai e to be compared with 
the laws oj tides rather than 101th the simple and 
exact law of gravitation 

The science of tides explains why tides rise and 
fall twice a day under the action of the sun and 
the moon; yet the laws of tides are not exact, as 3 
sudden fall of rain, or a strong wind, may upset the 
whole calculation, and the movements of the tides 
at that place may differ widely from what has been 
expected. Similarly, a sudden change in the will 
of a certain community may change the whole 
course of economic expectations. Men have free- 
will, and there can be no guarantee that they will 
behave similarly under similar circumstances. 

For this reason it is said that the laws in Eco- 
nomics are hypothitical — they are true only under 
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certain conditions. We never say in Economics 
that this must always happen It may or may not 
happen. All that our law states is that this will 
usually happen, “other things remaining the same’’, 
or “other things being equal.” This does not, 
however, mean that economic laws are not laws. 
Only they are subject to more exceptions. 

[We must, however, note here that though 
Economics is not as exact as the physical sciences 
are, it is the most exact of all social sciences. In 
Economics we have an external measure for mea- 
suring human motives — the measuring rod of 
money, or rupees, annas and pies; and this gives 
a degree of-exactness to Economics which is not 
possessed by any other social science.] 

Value of Economic Studies. 

Theoretical importance'. 

Economics has a great value as a science. It 
sharpens the intellect, and develops the faculty of 
reasoning. It develops the power of observation, 
and the sense of judgment. It is a good mental 
exercise. But more than this, it broadens our 
outlook, and gives us a wider conception of men 
and matter. It gives us the laws and -causes that 
govern the consumption production, distribution, 
and exchange of wealth. It tells us about the orga- 
nisation of industry, trade, aud commerce. It points 
out the factors determining price, density 'of popu- 
lation and efficiency of labour. It shows us what 
place we occupy in the structure of the nation, 
and what part we play in the complicated economio 
mechanism of todky. 
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P radical Impotiance * 

( l ) Economics tries to answer two questions— 
why one man is richer than another, why one nation 
is richer than another. It discusses the questions ^ 
relating to the best utilisation of natural and human ( 
resources And the study of suoh a subject cannot i 
be without use to anybody 

For example we learn why Indians arc poor 
m a rich country — income per head of population 
is only a little over He 100 per annum in India as 
compared with Bs. 1000 per annum in England 
and about Ks 2000 in U S. A. — and we can attempt 
to remove the causes of this poverty and improve 
the material welfare of the people of India 

(n) The laws of Economics are applied to agri- 
culture, industry, and trade, as well as to the con- 
sumption and distribution of wealth, and, therefore, 
the study of Economics makes us more intelligent 
workers, and traders, more careful consumers, and 
happier men For example, we learn how we can 
improve production by the help of the law of sub- 
stitution, how we can make use of the law of increa- 
sing returns m industry, how we can extend 
markets, how we can get greater satisfaction m 
consumption by the principle of equi-margmal 
utility, how we can check the growth of population, 
and raise our standard of living, and bow we can 
face the problems of trade depression, and rural in- 
debtedness, eto , etc. 

(m) Economics helps us in matters of social 
reform Economists have the ann of increasing 
the welfare of man. Social roformeis also have 
the aim of increasing the welfare of society. Both 
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go hand in hand. Economics tells a social reformer 
to what extent social customs like joint family 
system, caste system, and purdah system are eco- 
nomically justified, and, therefore, the social reformer 
can take a comprehensive view of the matter and 
condemn or defend these social customs. In fact, 
economic forces are stronger . than any other 
force — child marriages are becoming less common, 
purdah system is gradually disappearing, and caste 
system is fast disintegrating, because these are not 
good from the economic point of view — that is to 
say, because they bring poverty and misery, not 
because social reformers say so, or the laws of the 
country so dictate. 

(iv) Above all, the study of Economics is essen- 
tial for a fuller appreciation of the conditions of 
modern life — it is an indispensable part of a citizen’s 
education and no person can be a good statesman 
and a good financier unless he is first a good econo- 
mist. The fundamental problems of the world at 
present are essentially economic problems and every 
government iB anxious to find a satisfactory solu- 
tion of the problems with the help of expert econo- 
mists, e.g.j ‘‘Economic Planning” in Russia, “Rural 
or Industrial Development” in India, and the 
movement of Socialism throughout .jbhe world. 
People cannot properly grasp such movements 
without a study of Economics, and the state cannot 
frame a Bound policy without a study of Economies. 
For example, people cannot easily understand 
what socialism means, what necessity there is -for 
having . Factory Laws and Tenancy Laws,, how 
economic planning Bhould be brought about, what 
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objections there should be to the levying of such and 
such "taxes; eto., etc. Nor can the finance member f 
regulate the burden^of taxation upon different classes 
of people according to their capacity without having i 
a knowledge of Economics. 

Thus the agriculturist and the industrialist, 
the worker and the trader, the statesman and the 
reformer, the financier and the citizen, all can 
benefit by a sound knowledge of Economics. 

In fact, even wars are due to economic causes, 
and success in modern wars depends to a 
very large extent on the efficient organisation of 
the economic system. And every day we read in 
papers these days about schemes of reconstruction 
and economic planning after the present world 
war. No one, indeed, can afford to neglect the 
study of such a subject, much leBs the Indian 
whose country is so poor. And rightly has Pigeau 
saidi Economics is more a fruit-bearing science 
than a light-giving one. 

QUESTIONS. 

1. What is Economics ? Why have you taken up the study 
of the subject ? 

2. Define Economics, and discuss how it differs from other 
Bocial sciences. 

3. If you had to define Economics to an intelligent unedu- 
cated peasant, how wyuld you set about it ? 

4. ! Economics has been defined by some writere as the 
Boience of wealth. How far ia this definition adequate ? 
Dieonss it fully, 

5. Economics has sometimes been, described as the “Science 
of Wealth.” Explain the meaning of the terms “Science" and 
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“Wealth/* and discuss the - correctness and adequaoy of the 
definition. 

6. “Economics discusses the question relating to the best 
utilisation of natural, and human resources for the promotion 
of social welfare ** Explain. 

7. “Economics is a social science dealing with problems of 
material walfare and prosperity of mankind.” Explain. 

8. What is your idea of the scope of Economics ? Is it a 
science or. an art ? 

9. “Induction and deduction are both needed for the study of 
’Economics as the right and left foot are both needed for walking.** 

Explain. 

10. What is the nature of economic laws ? In what ways 
are they similar to and different from physical laws ? 

11. Discuss the following view of MAKSHAI/L : — 

“The laws of Economics are to be compared with the laws of 
tides rather than with the simple and exact law of gravitation.** 

12. How far is the study of Economics helpful in practical 
life, Discuss fully ? 



CHAPTER 2 

RELATION OF ECONOMICS TO OTHER 
SCIENCES 

The subject matter of Economics is man. Man 
is, however, the topic of discussion for a number 
of other sciences, too He figures in Sociology, 
Ethics, Politics, Law, History, Psychology, etc , etc 
Naturally there is a close relationship between 
Economics and these other sciences, and we shall 
discuss these relationships below — 

Economics and Ethics* — Ethics is the science of 
morality, of what is morally right and what is 
morally wrong. It tells us what we ought to do, 
ami what we ought not to do, e g, whether we 
should tell a he or not, whether wo should have 
regard for others or not, etc , etc. 

Now from the scientific point of view, Ethics 
should have nothing to do with Economics The 
function of Economics is not to pass ethical juclg* 
raents. It has nothing to do with the question 
whether the con&umptiou of liquor is morally good 
or not, whether the tools of the house-breaker are 
morally allowable or not But from the practical 
standpoint no solution of an economic problem can 
be consi dered until i ts ethical as pects have been 
c onsidered, too Fo?~ example" however much one 
may like to remove poverty from India, no one 
would ever think of encouraging the poor to commit 
thefts and dacoities in the houses of their rich neigh 
hours, because Ethics does not permit this Simi 
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larly, no Government would encourage the drink- 
trade, because drinking is considered morally bad. • 

Again , we are always making such statements in 
Economics — “Labourers must get fair wages”, 
“Landlords should receive fair rents” “Tenants must 
be fairly treated”, “Moneylenders must not be 
allowed to charge high rates of interest”, “The rich 
must be taxed more than the poor”, “It is not fair 
to make the labourers work long hours”, “It is not 
proper that the rich should have costly luxuries, 
while the poor are starving” etc., etc, 'and these are 
all ethical considerations. The fact is that modern 
economists do not look merely to the increase of 
wealth, but to general social welfare; and this means 
that our economic institutions and activities have to 
be guided by ethical standards. Almost at every 
step it is the duty of an economist to see that he is 
not recommending any . course of action which is 
likely to result in the moral degradation of the 
people for whose benefit he is working. Economics 
is, indeed, the handmaid of Ethics. 

On the other hand, Ethics is also dependent on 
economic considerations. Economists, for example, 
find out from observation that indiscriminate 
charity to sturdy villains promotes idleness and is 
injurious to society; and Ethics at once draws 
the cdnclus'on that such charity is.bad, and on this 
basis lays down rules for giving charity to the poor. 

Economics and Politics*. — Politics is the science of 
the state, and as the organisation and activities of 
the state influence the economic life of the people, the 
relation of Economics to Politics is also very close. 
Economic activities are carried on 
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work of a state, and are, therefore, affected by its 
polioy. Consumption } production, exchange, and distri- 
bution — all are influenced by the policy of the Govern* 
ment in power. For example, in countries like Rnsaia 
the state has undertaken the task of guiding all 
important economic activities of the people; and| 
production and distribution of wealth there are 
fundamentally different from the production and 
distribution of wealth in capitalistic countries. Even 
in India the state has constructed railways and 
canals, and opened agricultural and industrial 
departments. And if India possessed a national 
government of its own, there is no doubt that many 
of our difficulties in the economic matters would 
have been solved long ago. There is always 
increased production and better distribution of 
wealth under a just and sympathetic government 
than under, an indifferent and unsympathetic 
government; e. g., India was more prosperous in the 
congress regime than she has been before or after 
it. On the other side, the kind of government in a ’ 
country is also very greatly influenced by the eco* 
nomio institutions in that country, e, g., the govern* ' 
meat of a country, agricultural in its economic life, 
differs widely from the government of a country, 
industrial in its economic) life. In fact, Nazism, 
Fascism, and Bolshevism were all due to a large 
extent to ttconovnto caffi&to. 

Besidesi there are many social problems, which 
are common to both Economics and Politics, which 
have an economic aBpect as well as a Political aspect, 
e. g., customs duties, currenoy and credit, faotory 
laws, land tenures, and price control during the 
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present war. These are as much the concern of the 
state as of- the Economist — Public Finance or 
Taxation is a part of Politics, it is also a branch 
of Economics. 

Economics and Law: — The science of law, or 
Jurisprudence, lays down what a man may or may 
not do. Law maintains peace and order in the 
country, and is very necessary for economic 
well-being. Without peace and order, the eoonomic 
activities of a country cannot be carried on smooth- 
ly. When there is disorder and danger to life and 
property, the economic development suffers; 
but when there is peace and order there is progress 
and prosperity all 1 round. Naturally, there is a 
close relationship between Economics and the laws 
of the country. 

Trade, commerce, industry, are all based on the 
laws of the country — when the laws of the country 
are properly framed, industry and enterprise are 
promoted-, but when the laws are not properly 
framed, reverse is the case. For example, in 
England, the eldest son inherits the property of his 
father, the younger son or sons getting no share in 
the landed property. The result is that land has 
concentrated in a few hands, and we have large- 
scale farming; in India, every son has an equal 
share, and can get the land partitioned according 
to law, and this has resulted in small and scattered 
holdings and in small-scale farming. Every aspect 
of economic life — trade, transport, banking, 
currency, the scale of produettion, the nature of 
consumption, etc., etc. — is affected by the law 
relating to it. 
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On the other hand, the laws of government are 
also modified according to the changes in the eco- 
nomic conditions of the oountry. For example, 
factory system of production made it necessary to 
pass Factory Laws, the oppression of the tenants 
by the landlords made it necessary to pass the 
Tenancy Laws, the heavy expenses of the present 
war made it necessary to impose tho Excess Profits < 

Tax. * H6 IZ536- 

Economics and Sociology: — Sociology is the 
name given to tho whole science treating of man 
as a member of society. Men living and moving in 
society develop different kinds of relations with 
one another, and these^ different kinds of social 
relations, as we have seen above, form the subject- 
matter of different social sciences, Ethics, Politics, 
Law, and Economics; but all these sciences also form 
tho subject-matter of a general soience of society, 
oalled Sociology. Sooiology deals with the geneia! 
social relations of man through all his life and 
history. Obviously Economics is a branch of the 
all-comprehensivo Bocial soience, sociology, and is 
closely related to it, too. Tho relation of Econo* 
mics to sooiology is that of a species to a genus, of 
a daughter to a mother, of a part to the whole; 
and the study of Economics cannot be complete 
without taking into consideration the parts relating 
to its sister social soiences, Ethics, Politics and 
Law, or to fcbe general ecienco of Sociology. 

We have next to see that Economics is not only 
related to its sister social sciences, but also, due to 
association, to other sciences liko History, Psycho- 



CHAPTER 3 

THE DEPARTMENTS OF ECONOMICS 

Main divisions or departments of Economics:— 

Economics is generally divided into four departments:- 

( i ) Go?isumption , which deals with the consu- 
ming of wealth or the satisfaction of wants by means 
of goods. Here we study the character of human 
wants, the motives affecting the demand for various 
goods and services, the principles which govern the 
demand for commodities, etc , etc. 

(it) Production , which deals with the producing of 
wealth or the making of efforts to produce the goods 
we want. Here we study the natural resources of 
a country, the ways and means of producing goods 
from these resources, the conditions under which 
production can be carried on most efficiently, and 
the laws which govern productive activities. 

(Hi) Exchange , which deals with the exchang- 
ing of wealth or the purchase and sale of goods. 
Here we study the conditions under which an 
exchange of goods can take place, the problem of 
determining their values, and the nature of their 
markets. 

( iv ) Distribution , which deals with, the division 
or sharing of wealth among those who took part in 
production, Here we study the question as to 

what is to be distributed, among whom, and on what 
principles. 

Recently, however, a fifth department, viz., 
Public Finance, or Taxation, has been added by 
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economists. This deals with the income or the 
expenditure of the state. 

All departments of Economics are essentially one, 

These divisions or departments of Economics arc 
closely related and are essentially inter-dependent. 
They have been separted simply with the view that 
it may be possible to grasp each problem easily and 
quickly/ , 

(1) Production and Consumption: — 

Production does not stand by itself, lb is not 
an end. People produce wealth because it is required 
for consumption. They produce only that wealth 
which is wanted and they give up the production of 
that which is no more wauted. For example, 
nobody produces sand in a desert or wat p r near 
a river; and while formerly felt caps were much in 
demand and were produced in large quantities, they 
are neither demanded nor 'produced these days— 
they have been substituted by Gandhi caps which 
are being produced in large quantities. Thus 
production depends upon consumption. 

On the other band, production also determines 
or limits consumption — people can consume only 
that which is produced. It is the production of 
bicycles and radio sets which has given rise to the 
increasing use and popularity of these goods. These 
were not in use formerly, and we cau say that 
consumption also depends upon production. There 
can be no production without consumption, and no 
consumption without production 

In one more sense, these two are related to each 
pther. If consumption is better, that is, if, the 
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standard of living of the people is high, the pro- 
duction also is 'better, e. g., English people have a 
high standard of living and they are efficient 
producers, while Indians have a very low standard of 
living and are very inefficient atjproduction. And 
if production is better in a country it can generally 
maintain its people in a better way; while countries 
which produce less bring about a low standard of 
life. India has a low production, and her people 
are poor and have a low standard of life; while 
England produces more aud her people have a high 
standard of life, too. . 

( 2 ) Production 1 , Consumption and Exchange : — 

In modern society each man doe3 not produce 
all the things used by him. He specialises in the 
production of a few things and exchanges his 
special products for those made by others. Thus 
a shoe-maker makes a hundred pairs of shoes in the 
month, keeps a pair for himself and.sells the remaining 
99 pairs to others. If there were no exchange, he could 
not sell these and would not produce these. The 
result would be less production, and it can be said 
that production depends upon exchange. Similarly, 
if there were no exchange the consumer could not 
get all the articles of food, clothing, comforts, and 
luxuries that he wants. He would have to produce 
them all bimBelf, or would have to go without them. 
And thus, we can say that consumption also depends 
upon exchange. - 

■ s 

On the other hand, if there were no production 
or consumption on a large scale, there would hardly 
be any exchange ; and exchange also can be said to 
depend on production and consumption. * • < • 
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(3) Production and Distribution: — 

Production doponds upon consumption, and 

consumption, in its turn, depends upon tbe income 
that people get in distribution, o g., if their income 
is high, they will have a high standard of life and 
bettor efficiency and there will bo gcoator production, 
while if their income is low, they will have a low 
standard of life and low efficiency, and there will 
be less of prodaotiou. It can, therefore, bo said 
that production depends upon distribution. Simi- 
larly, distribution in its turn depends upon produc- 
tion, e.g., the averago produce per acre in India is 
14 maunds, whereas m the United Kingdom it is 
35 maunds, and naturally the incorao of an Indian 
farmer is less than that of an English farmer. 

(4) Consumption and Distributions 

Theso two are also olo3ely related Our con* 
Biimption depouds upon the distribution of wealth" 
a labourer who gets Rb 5/- a day ai his share of 
income in distribution, can have fewer wants satis* 
fled than one who gets, Rs. 10/* a day. Similarly, 
distribution depends upon consumption, for the 
more a labourer consumes, tho more efficient he is, 
the greater amount of wealth ho produces and the 
greater share he gets in distribution. 

(5) Exchange and Distribution: — 

Production today iB joint. Hence the product of 

an industrial group iB also joint. The memberB of 
the group get a certain amount of money income only 
when this joint product is sold and the amount of 
money received from the said is distributed among 
them. And their share in the income is high or low 
according as-the joint product is sold for a higher for 
a low price. Naturally exchange affects distribution. 
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In its turn, distribution also affects exchange. If 
distribution is favourable to a group of persons, i.e., 
if tbeir income is more, their demand for commo- 
dities will rise, and this will affect exchange. 

In fact, exchange and distribution go together. 
Both are governed by the laws of supply and de- 
mand. In the one case commodities are exchanged, 
in the other case services are exchanged. The 
problems of distribution — e. g., how rent, interest, 
wages, etc., are determined — are only special cases 
of the problem of exchange. Distribution is, indeed, 
by some writers treated as a department or branch of 
exchange. 

Thuei consumption, production, exchange and 
.distribution are all closely inter-related and each 
acts and re-acts upon, the others. There are no gaps 
between production, exchange, and distribution of 
wealth, in real life, — they go on. together — and the 
final goal in all cases is consumption. 

Again, all these departments are related to 
Public Finance, or Taxation. The activities of the 
state and the way in which it raises its revenue or 
Bpends its taxes, exercise a great influence on the 
consumption, production, exchange, and distribution 
of wealth in the country. For example, if the state 
levies a heavy duty on intoxicants and drinks, 
their consumption must fall off, and if it prohibits 
the sale of a certain commodity, its production 
muBt fall off. Similarly, if it levies a heavy duty 
on foreign goods, the home industries must expand, 
and if it levies heavy taxes on the rich, lowering 
their incomes and paying the proceeds of the taxes 


t 
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(3) Production and Distribution:— 

Production depends upon consumption, and 
consumption, in its turn, depends upon, the income , 
that people get in distribution, e g., if their income 
is high, they wilt have a high standard of life and 
better efficiency and there will bo greater production, 
while if their income is low, they will have a low 


standard of life and low efficiency, and there will 
be less of prodaotion. It can, therefore, bo said 
that production depends upon distribution. Simi- 
larly, distribution in its turn depends upon produc- 
tion, e.g., the average produce per acre in India is 
14 maunds, whereas in the United Kingdom it is 
35 maunds, and naturally the income of an Indian 
farmer is less than that of an English farmer. 

W) Consumption and Distribution:— 

Ibese two are also closely related. Onr con- 
sumption depends upon the distribution of wealth- 
a labourer who gets Rs. 5/- a day at his share of 
income in distribution, can have fewer wants satis* 
faea than one who get*Rs. 10/- a day. Similarly, 
is ri ution depends upon consumption, for the 
more a labourer consumes,' the more efficient he is, 
Q greater amount of wealth he produces and the 
greater share he gets in distribution. 

(5) Exchange and Distribution:— 

■ ^°^ c ^ on today is joint. Hence the product of 
us ribl group is also joint. The members of 
e g r oap get a certain amount of money income only 
en is joint product is sold and the amount of 

thorn 5, fr ° m the 8aId is distributed among 

° fc eir share in the income is high or low 
ing as-t e joint product iB sold /or a higher for 
' W P nce * Naturally exchange afleots distribution. 
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n its turn, distribution also affects exchange. If 
istribution is favourable to a group of persons, i.e., 

their income is more, their demand for commo* 
ities will rise, and this will affect exchange. 

In fact, exchange and distribution go together, 
loth are governed by the laws of supply and de- 
land. In the one case commodities are exchanged, 
1 the other case services are exchanged. The 
roblems of distribution — e. g., how rent, interest, 
r ages, eto., are determined — are only special cases 
f the problem of exchange. Distribution is, indeed, 
y some writers treated as a department or branch of 
xchange. 

Thus consumption, production, exchange and 
istribution are all closely inter-related and each 
cts and re-acts upon, the others. There are no gaps 
3tween production, exchange, and distribution of 
ealth, in real life, — they go on. together — and the 
nal goal in all caBes is consumption. 

Again, all these departments are related to 
'ublic Finance, or Taxation. The activities of the 
iate and the way in which it raises its revenue or 
pends its taxes, exercise a great influence on the 
jnsumption, production, exchange, and distribution 
f wealth in the country. For example, if the state 
mes a heavy duty on intoxicants and drinks, 
heir consumption must fall off. and if it prohibits 
ae sale of a certain commodity, its production 
mst fall off. Similarly, if it levies a heavy duty 
n foreign goods, the home industries must expand, 
nd if it levies heavy taxes on the rich, lowering 
heir incomes and paying the proceeds of the taxes 
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to the poor, it must result in a better distribution oi 
wealth. On the other side, the amount of taxes 
.realised depends upon consumption, production, 
exchange, and distribution of wealth in the country. 
The greater the production, the higher the income 
in distribution, the better the consumption and 
exchange, and the greater the revenue of the state. 


QUESTION 

Y?hat nrs tho chief divisions into Which the subject- 
matter of Economics ia usually divided by writers ? EiscnsJ 
the relation between the different divisions. 



CHAPTER 4 

THE MEANING OF WEALTH 

In a loose sense, wealth consists of all those 
things that satisfy wants directly or indirectly, and 
are desired by man. That is to say, it consists of 
things that have “utility” — the power which an 
article possesses,^ of satisfying some human want or 
desire, e.g,, articles of food, clothes, houses, books, 
tables, ornaments, water, air, sunshine, beauty, skill, 
service of mother to the child or of wife to the hus- 
band, etc., etc. 

, But all these things are not wealth in Economics. 
According to economists, wealth (or economic 
goods, for ‘'economic goods” is another name for 
wealth in Economics,) consists of those things which 
not only possess' ‘utility” or desirability, but the 
additional quality of being scarce and exchangeable. 
Thus those things that are free and abundant like 
air, water, sun-shine and rain, are not included in 
the definition of wealth. Nor are those things 
included that are not transferable or exchangeable; 
e.g., health, strength, business ability, industrial 
skill, intelligence, etc., etc. According to the econo- 
mists the former are known as “free goods” and the 
latter as “personal wealth”, only. Thus ‘‘wealth” 



( 38 ) 

is a smaller circle forming part of a wider one of 
“goods’’:— 

GOODS 


ALL DESIRABLE THINGS 



. The bigger circle represents ‘‘goods” or alt desirable 
things in this world. If from this m take out (i) 
the ”, Free Goods ” — the thingB that are free and abun- 
dant— and (it) the “Personal weaWd\ e.g*, ability, 
skill, eto., that are not transferable, what is left be- 
hind will be Economic Goods , or wealth , as represen* 
ted by the smaller circle. 

This will be cleat from the following definitions:- 

Wcalth or Economic Goods: — Wealth consists 
of commodities and services that possess the 
following attributes : 

1 , Utility — that is, the commodity must possess 
the power of satisfying some human want. In other 
words, it must have some value-in-use, e.g , the Falls 
of Niagra were not wealth before their use was 
known to man; but they are now considered as wea'lt'b, 
because they are known to have utility. 

2. Scarcity — that is, the commodity must not be 
free and abundant, like air and water, but must be 
limited in quantity. Air above the ground is free and 
bundant and is not wealth. Air in an underground 
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railway station, or in a diving bell, or in a submarine,' 
is scarce, and is, therefore, wealth. Sand is not 
wealth on the seashore or in the deserts, but it is 
wealth at other places. 

3. Transferability — that is, the commodity must 
be capable of having its ownership transferred. 
The skill of an engineer, the strength of a workman, 
the trained voice of a singer, the nimble fingers of 
a lace-maker cannot be transferred to other persons, 
and, therefore, are not considered as wealth; but 
patents, copyrights, and goodwill of business can be 
transferred and are wealth, Land is transferable 
in this sense; but air is not, and hence the former 
come, under the category of wealth, while the latter 
does not. 

lt Wealth comprises articles , commodities or 
‘ goods' luhich are useful to man {utility), which are 
limited m quantity (scarcity)^ and which are trans- 
ferable from one oioner to another (transferability). 

Free Goods: Free goods are those that are 
freely given by nature without the labour of man. 
Th'ey are given by nature in abundance. No one 
is willing to pay a price for them and they are 
neither transferable nor marketable. 

There are, however, some free goods which have 
already been appropriated by man, and they are 
considered as wealth, because they are no : more 
abundant and they can be sold and transferred, e.g., 
land in a settled country. However, land in a new 
country is abundant and is still considered a free 
good, like air, sunshine, etc. 

Personal wealth: Personal qualities such as 
health, strength, beauty, skill, etc., cannot be * 
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forrod to other porsons, and therefore, are not con 
sidered as wealth, bnt beoause they help to make 
people efficient, and enable them to acquire wealth, 
they are known as personal wealth eg , the skill of 
a surgeon is his personal wealth It brings him 
income, but it cannot be transferred or so'd in the 
market. 

When a musioian gives a few songs m exchange 
for a few rupees, or when a professor delivers leo 
tores in the college and is paid for this service, it 
may seem as if the skill of the ^musician and the 
ability of the professor are transferred or are trana* 
ferable But there is no transfer as a matter of fact. 
The skill of the musician and the ability of the 
professor both remain mtaot, it is only their services 
that are transferred So their skill and ability are 
not wealth, though a book of songs and the lecture 
notes of a professor are wealth 

In this connection, the following chart will be 
found to bo very instructive — 


Goode 

I 


Free Non free 

I ! 


Appropriated Unappropriated Material 
e g land e g , air, e g wheat 
(W) light cotton 

( Free goods 1 e g 


I 

Non material 

I 


Internal External 

th* genius e g , the pted 
ol a poet not of the geniiw 
| of a poet 


{Personal wealth) (W) 


We must, however, note that there are certain 
- thingB which may be wealth under one set ci 
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circumstances and may not 1 be wealth, under another 
set of circumstances: — 

(i) Wealth to some, but not to others — a piano 
is not wealth to a savage (though it becomes wealth 
as soon as it can be exchanged for something which 
he wants) ; but it is wealth to a lady who wants to 

' play on it. 

( ii ) Wealth at one time, not at another— ice is 
wea’th in summer, not in winter (except for a sick 
man). 

(Hi) Wealth at one place, not at another — sand 
is wealth but not on the seashore, or in the desert. 
Ice is wealth, but not on the top of the Himalayas. 

(iv) Wealth in one form, not in another. Songs 
are not wealth, but gramophone records are wealth, 
Lectures Of a professor when printed become wealth, 
too. And so with a book of songs. 

Note : — Ruskin objected to the definition of wealth 
given by economist's, and maintained that the pro- 
duction of wealth did not mean anything if it cre- 
ated an injurious effect on the body or the mind of 
the producer or led to the destruction of his soul. 
He says i 

lt There is no wealth hut lije. Life : including all 
powers of love , of joy and of admiration. That 
,< country is the richest which nourishes the greatest 
number of noble and happy human beings 

None will disagree with this definition in a true 
and wide sense, for such things as love, joy, admira- 
tion and health are of the greatest utility to men, 
l3ut as these things cannot be measured by the 
economist in terms of money' and as they are per- 
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sonal and non- transferable, they are not recognised 
by him as wealth. Economics, as a science,' con- 
siders only those things that are measurable in 
terms of money and can be sold or tranefered. To 
study the effect of all factors upon human happi- 
ness would be a hopeless task indeed. 

Classes of Wealth', — 

(1) Individual Wealth or Private Wealth: 

Wealth of an individual consists of all economic 

goods which he possesses. This will increase by 
all things which others owe him and decrease by 
all things which he owes to others. The wealth of a 
student, for example, inoludes his books, clothes, 
furniture, stationery, his scholarship, and money 
in bis pocket, safe or bank money due to himmtnus 
his debts or money payable by him to others. 

ATofe— Individual wealth may also include his 
share of the common wealth, suoh as civil and 
military security, right to a free education, etc. 

(2) Social Wealth or Collective Wealth : 

It consists of goods that are not owned by private 
persons but by the public collectively. It includes 
schoolB, hospitals, parkB, playgrounds, libraries, 
roads, bridges, museums, eto, etc., 

Note : GoodB included in social wealth are free 
to the public, but are not necessarily the free gifts 
of nature They lorm a part of economic wealth. 

(3) National Wealth : 

This inoludes : — 

(i) total individual wealth of the nation, i,a. } the 
^ wealth of all the people comprising the nation. 
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(ii) total collective or social wealth of the nation, 
e.g., municipalities, district boards, railways, 
canals, etc., 

(in') free goods and natural advantages e.g,, 
rivers and mountains of India, climate and scenery 
of Switzerland and Kashmir, harbours of England, 
and the damp atmosphere of Lancashire suitable for 
cotton mills. 

(iv) personal wealth and characteristics of the 
nation e.g., the Japanese are more energetic than 
the Indians. 

( v ) business connections and trade reputations. 

Amount of debts owed by the country must be 
deducted from the national wealth and the amount of 
debts due to the country must be added to it, e.g., 
if the total national wealth of India is 5,500 crores 
and the total national debts of India 1,000 crores, 
the net national wealth will be considered to be 
Rs. 4,600 crores. 

(4) Cosmopolitan or International wealth : 

It is the wealth of the whole world or of all 
nations. The Indian Ocean is used for shipping 
by all the nations of the world free of charge. 
It is a form of international or cosmopolitan 
wealth. Similarly scientific knowledge and scientific 
invention, that are now known throughout the 
world, and the works of Shakespeare and Kalidass 
are inoluded in cosmopolitan wealth. 
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QUESTIONS 


1 Stake carefully what you mean by economic goods and 

' free goods ' social ’wealth and ‘ national wealth ' 

2 Define wealth Discuss whether or not the following coma 

under yonr definition — 

lal fresh air, (b) good health Id a picture which nobody’^ 
appreciates (d) the copyright of a boot (e) mtoxica* 
ting liquors (f) the dexterity of a meehamc, fg) tha 
aemceg of a doctor who fails to cure the patient 

3 There is no wealth but life Life includes all its powers 

of love, of ]oy and of admiration * BuszrN 

Do you agree with this definition of wealth? 



CHAPTER 5 

DEVELOPMENT OF ECONOMIC LIFE 

To understand the present economic system, it 
is necessary to consider the various stages of evolu- 
tion through which society has passed. 

J. The economic life of the people has developed 
through the following stages: — 

First Stage: Direct Effort . — At first wants were 
few and were satisfied by direct effort, that is to say, 
everyone satisfied his needs by his own unaided 
effort or exertion, e.g., the savage wanted food, he 
killed animals and ate them up. He made only a 
direct effort. There was no exchange, no division 

of labour, and no distribution’. This was the Btage 
of Direct Effort. 

Wants >Efforts > Statisf action. 

Second Stage: Indirect Effort or Barter . — As 
population increased, wants became a little more 
diversified and interdependence began. Suppose 
some one fell ill and could not go out for hunting. 
He would sit at his home and make tools, which he 
would exchange for meat with some other savage. 
Gradually he might give up hunting altogether and 
might find it more profitable to do some other work 
and get fish or flesh in exchange for his service or 
product. In this way one set of producers began 
to depend upon another, and in this stage, we had 
(i) indirect effort' ( ii ) division of labour into trades 
and (iii) exchange of goods for goods (Barter). 
There waB, however, no money and no problem of 
distribution as yet. 

Wants— >Efforts— >Exchange— >Satisfaotion 
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Third Stage: Indirect Efforts, Barter and 
Distribution — This stage came in when work began 
Jo be done not by one man alone' but by a combined 
effort of several persons, e.g,, one man ploughed tbs 
farm, another threw the seed in the ground, 
the third levelled the ground, the fourth drew 
water from the well, etc., etc. Thug the produca 
on the farm, began to be divided among tbs 
landlord, the tenant, and labourers, who co- 
operated in the work; and in this stage wo bad (t) 
indirect effort (i i) co-operation of labour and divi- 
sion of labour (tit) exchange of goods for goods 
l(Barter) and (mj) distribution of the produce among 
those who jointly produced it. 

Exchange 

through money Distribution Exchange 

Want* gS | Efforts Income Income BaUs!»oUoo cl 

Individual— | as members of of wants of an 

I of a group group Individual Individual 

Fourth Stage: Indirect complex effort . Introduc- 
tion of money. Production for the world marlei .— 
Another advance was made when money took the 
place of barter and purchase and sale, or exchange 
of goods and services' in money, were introduced. 
In this stage, which is the stage at the present time, 
goods began to be produced by combined eSort3 of 
many groups of producers, viz., (i) producers of 
raw materials (w) transporters of raw materials («*) 
manufacturers who carry the goods through various 
stages of production (ti>) suppliers of too’s and 
maohines (u) bankers (tn) merchants (vii) advertising 
agents, etc., etc, and eaoh group of producers 
received a joint income which was to be distributed 
among members of that group. Let us take an 
' ' .’of today. Cotton is grown by the farmers. 
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Its is transported by roads and railways. It is turned 
into yarn in factories where many persons work, 
and is again woven into cloth, which is carried over 
longvdistances by merchants and banks. There is 
effort by a number of groups, exchange and distribu- 
tion play a prominent part, and the use of money 
has been introduced. 

Want > Efforts >Excbange > 

Distribution >Exchange >Satisfaction 

II. Another way of classifying the stages in 
the economic life of the people is to describe. the 
various stages in economic history through which 
society has passed in coming to its present position. 
These stages are : — 

(1) The Hunting and Fishing Stage: — 

Primitive man was very much like the wild 
beasts. He went about in search of food and took 
what he could find. He lived by hunting and fish- 
ing, or on wild fruits, and used the skins of animals 
or barks of trees for clothing. He had “little thought 
of the morrow”. Thus in this stage, there was no 
private property, no saving, no capital, no exchange, 
no distribution, no division of labour or trade, no 
fixed abode, and a thin population. 

(2) The Pastoral Stage: — . 

As a result of the constant hunting and fishing, 
the free store of animals and fish in a locality was 
likely to be exhausted. Existence became more 
difficult until man discovered that he could benefit 
more by taming animalB, Animals became his chief 
wealth and life became more peaceful and secure, 
though it was a wandering life, for .men had 
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to wander in search of pasture-lands for their 
cattle. Thus even in this stage, there was no fixed 
abode, no trade, no markets, no division of labour, 
no exchange and no distribution, and sheep and 
cattle tho only capital. The population was more 
dense than in the bunting and fishing stage, but not 
so dense as in the later stages, for after ail people 
had to lead a wandering life in search of “fresh 
woods and pastures new'*. 

(3). The Agricultural Stage : — 

A further advance was made somewhere near 
the 10th and 1 1th centuries, when man learnt to 
harness an ox or a horse for cultivation and along 
with keeping of annuals, crops were grown and 
harvested. Population began tq grow, people began 
to live in permanent houses private ownership 
of land appeared, and simple division of labour 
came into existence. People living in the villages 
produced all tho things necessary to satisfy their 
wants and were self-sufficient. 

The agricultural stage lasted for centuries among 
many people in European countries. Then the 
movement for the town began. In India this stage 
has lasted 'ttfi / uQodorn times, but we can see how it 
has been gradually modified to-day. 

\T(4) The Handicraft or the Artisan Stage : — 

the greater part of known history. It is difficult to 
say how this began. Probably weapons were the 
firBt manufactures, and * the makers of arrows the 
first artisans. But as division of labour increased, 
crude machines were invented and markets developed. 
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Towns, sprang up, the neighbouring - villages 
learnt to sell: their produce in the town and to get 
cloth, utensils, spices, etc., in exchange. The artisans 
and handicraftsmen began to find a large market for 
their produce and the villagers had a wide market 
for their wheat, pulses, ghee, etc. (This was yet 
market production on a small scale — known as the 
Domestic System of Industry. The artisan yet 

employed only a small quantity of land, labour and 
capital.) 

(5) The Industrial or the Factory Stage or, the 
Capitalistic Stage: — 

'This is the stage in which we are living. It dates 
from 1760— -the time of the Industrial Revolution 
in England, when James Watts’ Bteam engine, 
Kay’s shuttle, Hargreave’s spinning-jenny, Cromp- 
ton^ mule, Cartright’s power loom, etc. were in- 
vented. There has come an “age of power” and we 
have passed to a period of large-scale production by 
mills and factories where thousands of people w<prk 
under one roof, and a period of extreme specialisa- 
tion in agriculture as well as in manufacture. 
Competition, use of machinery and power, large- 
scale production, localisation of industry, extension 
of markets, and development of banking and credit 
are some of the characteristics of this stage. 

Note : It should not be thought, however, that 
these five stages, followed each other mechanically 
in the order mentioned above, or that all the 
features of the earlier stage necessarily died out 
when man entered in the new stage. The deve- 
lopment has been very gradual and its speed has 
varied very greatly from place to place, so that at any 
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given moment various Btages can be seen Bide by aifle 
arid the process of change even can be marked. 

This is true about India to-day. 'We see that 
there are some Bhils who supply themselves with 
their necessaries of life in a very crude fashion by 
appropriating directly the yield of nature. They 
are in the Hunting and Fishing Stage. There are 
Borne who roam about the country in search of 
pasture-lands, they have no fixed abode, they are in 
the Pastroral Stage. There are alBo artisans wbo 
produce things for the local market — Artisan 
Stage, and big factories whiob produce goods in large 
quantities and for wide markets— Industrial Stage. 


v QUESTION0 

1. Show how economic life is growing from simple to com- 
plex aa individual efforts are being substituted by collective 
efforts in production. 

2. Trace the development of economio life through the 
various gtages irom the earliest to the modern times, giving 
briefly the characteristics of *aob stage of development. 



CONSUMPTION 



CHAPTER 6 

WHAT IS CONSUMPTION ? 

Meaning of Consumption. — We are said to con- 
sume when we use things for the purpose of satisfy- 
ing our wants, e.g., we purchase sweets and eat 
them, we purchase clothes and put them on, we 
purchase books and read them, we purchase coal 
and use it for cooking food or for giving us warmth 
in the winter season. These are examples of direct 
satisfaction of wants. We may also buy coal to 
run a machine or we may buy a machine itself in 
order to produce a thing which satisfies our wants 

directly, and these are examples of indirect satisfac- 
tion of wants. 

Some economists think that consumption is the 
application of wealth to the satisfaction of wants, 
whether direct or indirect, and, according to them, 
both the types of consumption mentioned above are 
included in the definition of consumption. But 
other economists make a distinction between the 
two types and call the former type of consumption 
(e.g., consumption of sweets, clothes, and books, and 
of coal for cooking our food or giving us warmth) 
ak direct consumption or final consumption, and the 
latter type (e.g., the consumption of Coal for running 
a machine, or of machinery for producing a thing 
that satisfies a want directly) as indirect consumption 
Or productive consumption . Thus according to them 
not all uSeS of things constitute acts of consumptidh. 
When We tiSe a thing for the immediate purpose df 
satisfying our wadts We ate said to cbnStiine, e.g., 
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when we pinch the fruit from an orchard aad eat 
it we are said to be consuming. If, qn the other 
hand, we do not eat the fruit hut try to make it into 
jam we would not be consuming but only producing, 
the ultimate object being, of course, the consum- 
ption of jam 

Such a distinction, however, is not of much 
importance, nor can a lino of distinction be definite* 
ly marked. For instance, take food. Wo take food 
in order that we may be able to keep our bodies, and 
thus it is for final oonsu nption, but we do nob eat 
food only to live but also to become efficient workers 
and better produoera of wealth, and here it is pro* 
ductive consumption. Again, a commodity may 
serve both the purposes, it may be final consurap- 
tion for one person and productive consumption 
for another person. Therefore, consumption may 
be defined in a broad way as the satisfaction of 
human wants, in whatever form they may arise, but 
at the same time it should be remembered that 
consumption proper in Economics means' only the \ 
application of wealth to the direct satisfaction of 
wantS) productive consumption or indirect satisfac- 
tion being left for consideration in another branch 
of the science, namely, Production. f 

One more point deserves attention in this con- 
nection. “What is consumed in Economics is not 
matter hut utilities. “Matter is indestructible”, and 
man cannot destroy it. He only consumes the 
utility of the thing by UBing it, e.g., when a person 
' takea food, the food matter appears to have been 
„ but actually it is not so. The food haB 
only ohangid into so rnuoh of energy and 
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blood supplied to bbe body plus the waste matter 
thrown out by the body after digesting the essentials 
of .food taken, etc., etc. An ordinary man may 
think that we have destroyed food, but we must 
know that food has only changed its form, and as 
students of Economics we must only say that we 
have destroyed not food but the utility of food. 
Similarly, when we use a coat or an umbrella 
or a chair for some time and then discard it, we 
can only say that we, have taken the utility out of 
it. Again, the act of consumption applies to 
, services also, e.g , if a lawyer engages a typist on 
Rs. 40/- per mensem, or a householder engages a 
maid-servant on Rs. 10/- per mensem, they are 
consuming the services of the typist and the maid- 
servant respectively, although there is no destruc- 
tion of matter. 

Note I . — Literally consumption means destruc- 
tion, but destruction is only an accidental feature 
of the act of consumption — it is not incidental in 
all cases. Thus when food is eaten or when a cake 
of soap is used, there is undoubtedly destruction, 
but when a chair, table or house, a book or a picture 
or a* watch, is used the destruction can at the most 
be said to be diffused over a long time, and when 
the services of lawyers, doctors, teachers, actors, 
singers etc., are utilised, there is no destruction 
altogether. We pay these people for their services 
a.B-we pay for commodities. , We derive advantage 
out of their services. But we leave them as we 
find them. We do not, by our utilisation of their 
services, cause any wear or tear in them. As a 
matter- of fact, in some cases the object -becomes 
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more useful as its consumption proceeds, o.g., a 
new ear becomes tuned after running a thousand 
miles, a new fountain-pen nib becomes set after it 
has been used for some time, a harmonium becomes 
melodious to hear after a few months' use, a pair 
of shoes fits better after some days, and a teacher 
becomes more efficient, the more he teaches, etc., 
etc. On the other hand, destruction also does 
not necessarily mean consumption, otherwise it 
would follow that an earthquake or a big fire which 
destroyed all the things would be an act of con- 
sumption. Thus, the only thing which goes to 
make an act of consumption Is the satisfaction 
which is experienced when using a thing or making 
use of some service. 

Importance of Consumption : — 

The study of consumption is a very important 
part of the study of Economics. Consumption is 
both the beginning and the end of Economics. 
It is its beginning becacuse the desire to consume 
is the motive of all ecouomic activity — if man never 
consumed there' would not have been any economic 
activity, It is its end because when the effort has 
been made, when wealth has been prcduoed, that 
wealth has no other function or purpose than to 
be applied directly or indirectly to the satisfaction 
of human wants— satisfaction is, indeed, the end 
of all human 'activity. Consumption is the dynamic 
force upon which depends the entire science or 
structure of Economics. Without wants there 
would be no wealth, and no science of Economics. 
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1. Consumption ( beginning ) 

is 

■ the cause 
of 

2. Production- 

which 
leads to 
division of 
labour, .etc., 
and 

results in 

3. Exchange 

which 
gives riso 
to the problem 
of 

4. Distribution 

which 
brings in 
income that 
is again UBed 
for 

5. Consumption ( end ) 

No doubt, .earlier economists did pot pay much 
attention to the theory of consumption. But the 
tendency of moderpeconopic theory is to empha- 
size the importance of the study of this subject ; 
and, with the advance of thought, consumption as 
a branch of Economics has assumed a very great 
importance. People have begun to realise that, 
as the aim of Economics is not merely the improve- 
ment of wealth but the improvement of the welfare 
of man, it is essential to study the way r in which 
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more useful as its consumption proceeds, eg, a 
new ear becomes tuned after running a thousand 
miles, a new fountain-pen nib becomes sot after it 
has been used for some time, a harmonium becomes 
melodious to hear after a few months’ use, a pair 
of shoes fits better after some days, and a teaohet 
becomes more efficient, tho moro he teaches, etc , 
etc On the other hand, destruction also does 
not necessarily mean consumption, otherwise it 
would follow that an earthquake or a big fire which 
destroyed all the things would be an act of con- 
sumption. Thus, the only thing which goes to 
make an act of consumption is the satisfaction 
which is experienced when using a thing or making 
use of some service 
Importance of Consumption — 

The study of consumption is a very important 
part of the study of Economics Consumption is 
both the beginning and the end of Economics 
It is its beginning becacuse the desire to consume 
is the motive of all economic activity— if man never 
consumed them would not have been any economic 
activity It is ita end because when the effort has 
been made, when wealth haB been produced, that 
wealth has no other function or purpose than to 
be applied directly 01 indirectly to the satisfaction 
of human wants— satisfaction is, indeed, the end 
of all human activity. Consumption is the dynamic 
force upon which depends the entire science or 
structure of Economics Without wants there 
jald b 3 no wealth, and no science of Economics. 
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1. Consumption {beginning) 

is 

■ the cause 
of 

2. Production* 

which 
leads to 
division of 
labour, .etc., 
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results in 

3. Exchange 

which 
gives riso 
to the problem 
of 

4. Distribution 

which 
brings .in 
income that 
is again used 
for 

5. Consumption ( end ) 

No .doubt, .earlier , economists did not pay much 
attention to the theory of consumption. But the 
tendency of modern. jeppnopaic theory is to empha- 
size the importance of the study of .this subject ; 
and, with the advance of thought, consumption as 
a branch of Economics has assumed a very great 
importance. People have begun to realise that, 
as the aim of Economics is not merely the improve- 
ment of wealth but the improvement of the welfare 
of man, it is essential to study the way in which 



( E8 ) 

consumption takes place In faot, wants are the 
‘motorforoe’ of all economic activities, and it 
becomes essential lor the economist to study wants 
in all their phases In tho absence of a wise 
expenditure of income the progress of a nation is 
sure to be retarded 

Not only this Tho study of consumption is 
very important to tho businessman and the statesman 
also By its study tho businessman can avoid over- 
production, and the statesman can find out means 
by which the welfare of tho people can be increased 
For example, he can watch tho conditions of the 
working class people and poor people in tho country, 
and can find out meaus by which their lot may be 
improved, say by taxing the consumption of the 
rich people or by regulating it in other ways. He 
can even take up such measures as ‘prohibition 1 

QUESTIONS 

1 What is the purpose of economic activities ? 

2 Carefully explain what you understand by the term con 
sumption and givo examples of the different types of 
consumption 

3 What is meant by consumption ? Why is it said to be both 
the beginning and the end of Economics 7 

4 Are the following acts of consumption — 

(a) a boy flying a kite 

(b) a parBon looking at a picture 
to) a Btudent playing cricket 

(d) a traveller painting a landscape 
(a) a gentlemen polishing his Bhoes ? 
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Necessaries: — These are of three kinds:«=» 

(a) Necessaries for existence or for life. These 
consist of goods necessary to keep body and soul 
together. They include a reasonable amount of 
plain, wholesome food, decent clothing, and healthy 
home surroundings, 

(b) Necessaries for efficiency. These consist of 
goods necessary for keeping up efficiency. They 
include considerably more food, a certain amount 
of clothing and furniture, a healthy house and 
provision for health and education. Unfortunately 
not more than ten percent of the population in 
India can afford to have these. 

-(c) Conventional necessaries. These are necessa- 
ries which we do not require for sustaining our life 
or our efficiency, but which we are forced to have due 
to the force of custom, habit and "public opinion , e. g., 
marriage expenses in a Hindu family, lighting 
expenses on Devali, smoking, drinking and offer- 
ing pan. To satisfy this group of wants men are 
not only often forced to sacrifice their neccessaries 
for efficiency but on many occasions to stint their 
absolute necessaries of life. For example, a clerk 
may have to go without food in the evening 
to have the supply of shoes, coats, and shirts, so that 
he may not be humiliated in the eyes of more 
fortunate fellows in Bociety, or a farmer may have 
to go without decent food and clothing to save 
money for the purchase of an ornament for the 
occasion of his daughter’s second marriage. 

Comforts: — These are goods required for a 
happier and better life. They, add to pleasure as 
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well aa efficiency They imply such things as better 
food, clothing, and housing, provision lor recreation 
and amusement, and the satisfaction of intellectual 
needs 

Luxuries: — These are defined as the satisfaction 
of superfluous wants They add to pleasure but do 
not increase efficiency — sometimes they decrease 
efficiency, eg in the case of drinking They are 
meant lot greater refinement of life and for m&ul 
gence in expensive habits and amusements 

Now the distinction between these classes of 
wants is very difficult It is impossible to lay 
down any hard and fast rule as to which are 
Necessaries, Comforts and Luxuries The same 
thing may be a necessary to one person, a comfort 
to another person, and a luxury to a Btill another 
person, e g a motorcar may be a luxuary to a 
clerk or a rural landlord, comfort to a university 
professor and a necessary to a busy doctor, a broker, 
or an engineer. Even to the doctor it may cease 
to be a necessary, if the doctor in courso of tuns 
develops a olimo and chooses to attend patients 
only in the olinic, or if he moves to a small village 
that has very narrow and crowded lanes It may 
change into a comfort in the former case and into 
a pure luxury in the latter Similarly, a shirt may 
bo a necessary for even a poor man in England, but 
not so in India A watch may have been a luxury 
tor kings only at one time, but today it is a necessary 
even for a watchman 

Then a unit of the same article may bo considered 
as a necessary, and another a comfort or a luxury, 
e g , a portion of tho wardrobe of a rich man would 
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be a necessary, another portion a comfort;, and the 
third portion a luxury. In fact, “the category into 
which a particular article can be classified — 
necessary, comfort, or luxury— is determined by 
four variable items, namely, the individual con - 
sumer, the particular unit of the article, the time, 
and the place.” (Dr. Basu). And we cannot decide 
whether a certain want is a necessary, comfort or 
luxury, without paying attention to all these factors. 

However, there is the test of efficiency by 
Dr. Basu, which says : — 

“Necessaries are those wants the satisfaction of 
which increases efficiency , and non-satisfaction dimi- 
nishes efficiency; Comforts are those ivhose satisfaction 
does not increase efficiency hut zohose non-satisfaction 
diminishes it (e. g , if tea is taken there xoill he no 
increase in efficiency , hut if it is not taken there may 
he a decrease in efficiency); while Luxuries are those 
whose satisfaction does not increase and non- 
satisfaction does not diminish efficiency {except when 
a luxury is such that indulgence in it impairs the 


efficiency of an individual, e. g ., use of wine, or 
excessive use of tobacco, etc.)” 

i 


Consumption of the Unit 
leads to 

Deprivation of the Unit 
leads to 

Necessaries 

Increase in efficiency' 

Decrease in efficiency 

Comforts 

No increase in efficiency 

Decrease in efficiency 

, 


e. g. tea and coffee 

Luxuries 

No increase in efficiency 

No decrease in efficiency 
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Bub even this test does not talio us very far 
And it is lmposstb'o to Jay down any hard and fast 
rule as to the order m which peoplo satisfy their 
wants, e g, one may prefer smoking to satisfying 
hunger, and may go without food one evening just 
to have a cigarette 

Should we have many or few wants ? 

Somo people advocate that the fewer wants we 
have the happiei we are. But this is not what the 
economists think. According to them civilisation 
consists in wanting many things and in knowing 
how to get them For, the greater the number of 
wants, the greater is the effort made to havo their 
satisfaction, and, therefore, the greater is the 
production, the greater the wealth and income, and 
the greater the happiness, and prosperity 

In tins connection we come across the idea of 

Standard of Living 


Ihe term “standard of living” means the amount 
of necessaries comforts and luxuries which an 
individual or a group of persons is accustomed to 


use— m other words, without which he cannot do, 
and to have which he makes all efforts that he can. 
Au Englishman has a high standard of living, and 
makes all possible efforts to provide himself not only 
with necessaries but with comforts and luxuries, 
too An Indian has a low standard of living,* and 
ives without facilities for education and recreation 
wit out even proper food and clothing, but makes 
no adequate efforts to improve his position Similarly, 

J * S T ^ °* ^ lvmg m the United States, where 
o every eight persons owns a motor car. 
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is very high, while the standard of living in India, 
where at least half the population is under-fed and 
under-clothed, is very low. 

Now the standard of living depends upon two 
main factors : (a) the income of an individual, and 
(b) the intelligence with which he uses it The 
income of an American is about 20 times, and of an 
Englishman about 10 times that of an [ndian. 
Naturally the standard of living of the Indians must 
be low. But one thing that is responsible for this is 
the wrong use of wealth by the Indians — they spend 
away on their religious and Bocial customs and cere- 
monies what they should spend on their food and 
clothing and education. Besides, they have resigned 
themselves to their lot, and they have no ambitions. 
They find comfort in the ideal of “plain living and 
high thinking,” while the rest of the world is moving 
on towards materialism. 

Evidently, a rise in the standard of living is a 
great need of our country. We must have more 
money to spend, and we must know how to spend 
it well — i.e. not on marriage and other ceremonies 
but in improving our general conditions of life, 
without this, neither our health and comfort nor 
our. efficiency and competence can improve; while, 
on the other hand, if our standard of living rises, 
our.health will 'improve, our efficiency at production 
will improve;-and a checkwill be put to the excessive 
growth of population.- A rise in -the - standard of 
living is, indeed, the surest index of the welfare and 
prosperity of a nation: 

Recently our standard of living has shown some 
signs of improvement, particularly as a result of 
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the present war, and the lot of the farraor and the 
artisan both baa slightly improved But a great 
deal more baa to bo done in this direction We 
must go on making efforts to make education more 
wide spread, wc must try our best to increase the 
incomes of the people through industrialization and 
mechanisation of agriculture, and v>c must try 
every means to raise tho Btandkrd of living of 
the masses and provide them a better and 
more refined life 


QUESTIONS 

1 What 13 meant by a want m Economics ? Distinguish 

betwoon economic and non economc wants 

2 What arc the chief characteristics ot human wants ? Is the 
multiplication of waot3 dcsinblo ? 

3 Classify wants 

What are the tests you woullnpply in classifying 
commodities mto nocessarios comforts and luxuries ? 
Illustrate from Indian examples 

4 Moreland says It is not likely tl at tho progress of India 
will lead to a condition in which a larger proportion of 
the people are completely satisfied than is the caso at 
present Explain this statement 

5 Moreland says that the wants of the Indian labourers 
are determined largely by custom and habit Name the 
ordinary wants of the Indian labourers and Bhow which of 
them are determined by (a) custom (b) babit and(c) reason 
hie Vnttte uuy wants m Vno case ol college students that 
are determined by custom ? Give examplea 

6 Define the term standard of living What are the causes 
of the low standard of living m India ? How would you 
raise the standard of living in India ? 



CHAPTER 8 

MEASUREMENT OF WANTS 
(UTILITY) 

Meaning of Utility — In ordinary language, 
utility means usefulness. Air and water, for example, 
possess utility. But in Economics the word is used 
in a special sense. To the economist, utility does 
not signify usefulness, but simply the capacity of a 
commodity to satisfy a tvant. A thing may be totally 
useless, or may. .even be harmful, like- bran dy or 
whisky, but so long as it can satisfy the want of some 
people, _so Jong as people are willing to pay a price to 
acquire it, it will be said to have ut ility . “Anything 
'that satisfies a want,” says Seagee “has utility and 
is a good whether it be the whisky of the trader, or 
the hymn-book of the missionary.” And not 
only commodities but services also possess utility. 
The doctor gives us health, the teacher knowledge, 
the judge justice, the soldier security. Similarly, 

sweepers, washermen, domestic servants, etc., etc., 
provide service utilities. 

Utility is, however, a relative term. A glass of 
■frater in the hands of a thirsty man has utility for 
him, but it has no utility to a man who has no want 
to'satisfy with it. Similarly, utility differs with 
time, place, and the stage of civilization. Ancient 
weapons of war have no utility at present. Nor 
have the fertile lands in the other worlds, which we 
cannot reach, any utility for men. And goods 
which are liked by the people today would lose their 
utility, if people decide to boycott them tomorrow. 
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Thus utility, though a quality of things, is not an 
inherent quality, but a subjective quality arising oat 
of its relation to man’s requirements 

Now, if we want to measure the intensity of 
want for a commodity we can do it by finding out 
the utility of the commodity But the utility of a 
commodity cannot also be directly measured We 
cannot define utility in physical terms as we can 
define food in so many calories We can only 
compare the utility of one commodity with that of 
anothei by comparing the amounts of money a 
person is willing to spend in order to have these 
commodities For example if we find a man in 
doubt whether to spend a few annas on a cigar, or a 
cup of tea, or m riding home instead of walking 
home, we can say that wo expect from them equal 
utilities or if we find a man purchasing a book 
instead of an umbrella, wo can say that the book has 
a greater utility to him than the umbrella Similarly, 
if we find a man paying a higher price for one 
commodity than for another, we can say that the 
utility of the former is greater to him than the 
utility of the latter Wants are measured in terms 
of utilities, and utilities are measured in terms 
of money 

Law of Diminishing Utility — 

A. remarkable th ng about utility is that the 
more we have of a thing, the less is the satisfaction 
or utility derived from it or from the additional 
amount of it lo a man who is dying of thirst, the 
first cup of water must give immeasurable pleasure 
tbe second will give great pleasure though not so 
great, the third will give still less pleasure and at 
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last a .stage will be reached when the man will want 
no more water for the moment. Similarly, if the 
first orange will give a utility of, say, 40 to a sick 
man, the second orange will give a utility of 30, 
the third of 20, and so on, till he will have no utility 
for the orange, and, if he is forced to take still 
more of it, the utility will pass into disutility. The 
following diagram vail make it clear: 

The first orange gives 40 units oE satisfaction, 
n second ,, ,, 30 ,, „ 

5, bhh ' d » 55 20 „ 

„ fourth „ • 10 „ 

„ fifth „ „ 0 „ ,, 

55 sixth ,, 5, ~10 ,, ,, 



of a law known aB the Law of Diminishing Utility 
or the law of Diminishing Marginal Utility 
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“Every additional unit of a commodity tendi 
to bring to the consumer an amount of utility which 
Is less than what was given by the preceding units” 
Dr. Basu. 
OB 

“The additional benefit which a person derives 
from a given increase in his stock of a thing dimi- 
nishes, other things being equal, with every 
increase in the stock that he already has. ,, 

Marshall. 

Other things being equal , or other things remain.' 
mg the same — theso words mentioned in the law 
have, howevor, a great significance. 'They include 
the following, and under theso conditions alone the 
law can hold good : — 

( i ) that the uuits of the commodity consdmed 
are equal in quality. For examp’o, if oranges are 
being consumed and if a subsequent orange turns 
out to bo a bigger and a eweeter ono than the pre- 
vious ones its utility may inoreasc instead of 
diminishing. Similarly, if a thirsty 1 man after 
having drunk two cups of water, resorts to a'glass 
of lemonade with ice, his utility might show an 
increase, though, according to the law' it should 
Burely decrease. 

(n) that the period of consumption should bo 
continuous. It should not be broken up by inter- 
vals. ff a man takes food in tho morning and then 
in the evening, he might relish the evening meal 
more. But it does not mean that tho law of dimi- 
nishing utility is wrong. 

(iii) that tho attitude of the consumer towards 
tho commodity is not changed as long as tho con- 
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sumption lasts; e. g., if a man takes ‘ bhang’’, he 
becomes a different man under its influence, and may 
relish his food more and more after taking some. 
It is said that the ‘more wine a person drinks the 
greater is his desire to have more of it; its utility, 
therefore, does not diminish, bub increases. But 
the man is not in his sensed. Whatever he does, 
he does under the influence of wine. 

(iv) that, if long periods are involved in con- 
sumption. the consumer’s income, tastes, fashion, 
and habits remain unchanged, during the whole 
period of consumption. For example, if a man 
wins the Derby Lottery he will have more and 
more of rooms and furniture and care, though he 
had little utility for them previouly, being unable 
to spend any money. Similarly, if “khaddar” comes 
into fashion its utility may for a time increase in- 
stead of diminishing, and the same thing may hap- 
pen in the case of tea if a person begins to take it 
in place of lemonade to quench his thirst. 

Exceptions to the Law of Diminishing Utility: — 

Besides the above' cases, there are certain 
exceptional cases in which it seems that the utility 
of additional units of a commodity increases instead 
of decreasing. They are discussed below. But a 
careful examination of these will make it clear that 
they are only apparent and not real exceptions to 
the law — that though at first the additional utility 
may increase in the above cases, it ultimately 
decreases, and the law is found to be true. 

{i) It is sometimes said that when we begin to 
consume anything the utility that we derive from 
its additional units increases instead of diminishing; 



for example, a man who l* preparing tea is offered 
coal in ounces, the fir?* ounce will be of no use to 
him, and the utility of a second ounce will exceed 
that of the first The units are too small and 
there is increasing utility for some time Similarly, 
if a few drops of "sherbet” were to be offered to a 
thirsty man, they would intensify rather than 
dimmish his thirst, and the utility of those drops of 
“sherbet” would for a time increase, instead of 
diminishing. Or, if we take the example of a 
“rashgulla”, and if it is offered in units of half a 
“rashgulla”, the utilit of the second "rashgulla” 
will be greater tba that of the first, for the 
rashgulla’’ cannot he relished fully unless it is 
taken whole. 

In the same way, the utility of the second shoe 
to a man who is already in possession of the first 
shoe in a pair of shoes, or of the second bullock or 
horse to a farmer who is m possession of one and 
wants to have another to form a pair, will be 
greater than that of the first. Tn these cases the 
aw does not opeiate because the amount of the 
commodity taken into consideration is not a unit 
but only a part of tbe unit. We do not purchase 
coal in ounces nor shoes in singles, but in seers and 
pairs respectively. Nor do we purchase ‘'rashgullas” 
in halves 


(u) It is also said that a drunkard gets mores 

IT f'.!.a ,r0 ? eVery of wine 0 

T 8 ' BUt tl10 eoonoiI118t does not con 
he ! ° f Bn0h men ‘ Asides, oven 

h a?T' 8 T r or la,er ' a pomtls ^ohed "*0, 

tne law begins to operate. 
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A similar case is that of a second or third read- 
ing of a good piece of poetry, or the hearing of a 
good music a second or third time — second or third 
occassion may afford greater utility than the first. 
But here again a stage comes when further reading 
or hearing will lead to' diminishing utility. 

(m) Another exception is that of curios and rare 
objects. A man who takes delight in collecting 
postage stamps, or photographs, etc, derives greater 
satisfaction from additional units. But even here a 
stage will arrive when further addition will yield 
diminishing utility. 

(iv) Similarly, love of display in buildings, clo- 
thes, jewels, cars, etc., want of power, a miser’s love 
for money, and an artist’s desire for self-expression 
are never satisfied, and, therefore, are said to be 
exceptions to the law. But these are facts and senti- 
ments with which the economists are not very much 
concerned. These persons are not normal. Besides, 
even in their case a stage is conceivable when addi- 
tional units will yield diminishing utility, however 
far removed that stage may be^^. 

,(r>) Then certain services become more useful as 
a larger number of people begin to use them. The 
value of the telephone or the radio to any user is 
said to increase when more people are linked on, or 
more stations are connected. But in this case 
there has not been any increase in telephonic con- 
nection so far as one and the same individual is 
concerned. Others have taken telephonic connec- 
tions, not he. If he takes more telephonic connec- 
tions than one himBelf, the utility of- the second 
will certainly be less than that of the first. Besides, 
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if the number of connections increases very const- 
derably the service becomes too bulky for a single 
exchange, and additional exchanges will have to 
he worked, which, will mean faintness of the voice 
heard at the other end. 

(pi) It is al«*o said that the desire for money is 
never satisfied, and its utility never decreases 
]3ut the utility of money is also subject to the law, 
because we find that the utility of a rupee is grea- 
ter to a poor man than to a rich man. — the former 
will grudge paying a pice in charity while the latter 
may not feel paying even a rupee Besides this 
case comes m the first characteristic of wants. 
Desire for money meanB desire for all the things 
in the world — wants as a class^ and not a particu 
Hr want, and, as we have said above, wants as a 
class can never be satisfied. 

Total Utility and Marginal Utility — 

According to the Law of Diminishing Utility, 
the utility of each additional unit of a commodity,, 
goes on diminishing, so that if a person consumes 
four oranges at a time, the utility of the 2nd orange 
would be less than that of the 1st, of the 3rd orange 
less than that of the 2nd, and of the 4th orange less 
than that of the 3rd For example, if the utility 
of the 1st orange is 40, the utility of the 2nd would 
he 30, the utility of the 3rd would be 20 and the 
utility of the 4th would be 10 

But this does not mean that the total utility of 
the oranges also goes on decreesing The total utility, 
i. e. the sum total of all the utilities consumed at a 
time, goes on increasing, although at a diminishing 
For example, the total utility of 2 oranges 
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here is 40+ 30, of 3 oranges 40 + 30 + 20, of 4 oranges 
40 + 30 + 20+10. 


The following table will clear the distinction 
between total utility and additional utility ( or 
marginal ) utility : — 


Number 

of 

oranges 

Utility 
of the 
1st 

orange 

• 1 
Utility 
of the 
2nd 
orange 

Utility 
of the 
3rd 

orange 

1 

i 

Utility 
of the 
4th 

orange 

Utility 
of the 
5th 
orange 

Utility 
of the 
6th 
orange 

Total 

Utility 

Mar- 

ginal 

Utility 

i 

1 

40 



! 

1 


40 

40 

2 

£0 

30 





40+30 

30 

3 

40 

30 

20 




40 + 30 
+ 20 

20 

\ 

40 

30 

20 

- 10 



40+30 
+ 20 + 
10 

\ 

10 

5 

40 1 

| 

i 

30 1 

! 

20' 1 

10 

0 


10 +30 
+ 20+ 
I0 + o 

0 

6 

40 

30 | 

i 

i 

i 

20 

10 

0 

-10 

10 + 30 
-^20 + 
10 + 0 
-10 

-10 


Now the question arises, what is meant exactly 

by marginal utility. 


It is a matter of common experience that if a 
man has to purchase a commodity, be has in mind, 
on the one hand, the utility that he gets from it and, 
on the other, the amount of money that he is to 
sacrifice in order to get that commodity or that 
particular unit of it. He stops the • purchase when 
he thinks that the additional utility of the last unit 
purchased just balances the utility of the money 
with which he purchases the particular unit, that 
is to say, that if he purchases any more unit, the 
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utility of the commodity to him will be leas than 
the utility of the money that he will have to part 
with in order to have it , and nobody is such a fool 
that he will pay for a commodity more than the 
satisfaction that he gets from it And marginal 
utility is the utility of this last unit which he 
considers just worth hiB while to buy 

For example, m the above illustration, if the 
price is 40 pioe per orange he will purchase only 
one orange He will refuse to purchase the 2nd, 
or 3rd, or 4th orange, as the satisfaction that he 
gets from eating them is worth less than 40 pice 
( one unit of the utility being taken to be equal to 
one pice here ) — the utility of tho 2nd orange is 30 
of the 3rd 20 of the 4th, 10, and this means that 
he will have to pay 40 ptco for a thing worth 30 pice, 
or 20 pice or 10 pice which certainly he will net 
like to do Here the utility of the 1st orange will 
be called the marginal utility 

Again, suppose the price is 30 pice per orange 
He will now buy two oranges — he will rofuse to buy 
tho 3rd and 4th orange because they give a utility 
worth only 20 and 10 pice, and here the utility of 
the 2nd orange will be the marginal utility 
Similarly, if the picL is 20 pice per orange he will 
buy 3 oranges— he will refuse to buy the 4th orango 
because it gives bun a utility of only JO, and the 
marginal utility will be the utility of the drd orange 
And only if the price is 60 pice per orange will he 
buy all the 4 oranges He will thus buy more and 
more oranges until the utility of the last orange 
bought is just equal to tho price and the utility of 
'a last orange is known as the marginal utility. 
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We, however, do not say the marginal utility of the 
1st orange, 2nd orango, 3rd orange, 4th orange, etc., 
but the marginal utility of 1 orange, 2 oranges, 3 
oranges, and 4 oranges, for all oranges are alike, 
and marginal utility is the utility which is derived 
from any one of this stock of 1, 2, 3, or 4. 

*By margin we understand the position of equilib- 
rium — a position where the utility derived from 
the consumption of a certain quantity of an article 
is approximately equal to the sacrifice which is nece- 
ssary to obtain that quantity; in other words, a 
position where we Btop consuming and cry out 
£ ‘ Bus , no more of it” or “thus far and no further.” 
But when the margin is reached it does not necessa- 
rily mean that the consumer is fully satisfied at this 
point, and thatrhe will begin to feel pain if he pro- 
ceeds any further. It only means that the utility of 
the commodity to him at that time is less than the 

, *The conception of margin in Economics : — 

By margin we understand a position of equilibrium. For 
example, marginal demand is that demand at which the utility 
derived from the consumption of a certain quantity of an article 
is approximately equal to the sacrifice which is necessary to 
obtain the' quantity. Says Dr. BASU in his book ‘Economic 
Principles for Indian Readers’: “The boy who plucks plums 
to eat them soon reaches a margin at which the utility, or 
satisfaction of eating an additional quantity of plums is 
balanced by his efforts to get them. If he goe3 beyond the 
point, his effort or utility is groator than the utility whioh he 
derives from an additional quantity of plums”. Similarly when 
a man buys oranges he stops at a point where the utility from an 
additional orange is balanced by the price which be pays for an 
orange, e. g., if oranges are selling at 2 as. each, and if thejutility 
of the oranges to a person is -/&!- for the 1st orange, -/S/- for the 
2nd, -/2/- for the 3rd, -111- for the fourth, then the margin will 
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sacrifice ho will bavo to male, to ha^cit.ortbe 
utility of tbo money tint bo will ha\c to part with 
In fact, marginal utility may bo a positive, zero, or 
negative utility It is positive when a man lias to 
stop consumption for any reason without bemg fully 
satisfied, eg , a poor mau docs not tabo food to the 
satiety level (except at feasts )— he ran tale 
4 loaics but ho til cs only 2 on account of poverty 
or, a fly may spoil the dish, a sad news may tale 
him away, or lack of time may not permit bun to 
eat, o g when he is at a railway station and the 
stoppage of tlio train in which ho travels is short 
It is zero when ho cousumcs till his want is fully 
satisfied, nud ucgatt\e when he goes be>ond this 
point and thus consumes more than what he shuild 
havo done, either nmler tbo influence of liquor or 
“ Bhang ” or m a spirit of competition as at hostels 
and college^ at the time of taking dinner or sweets 

bo at tbo 3rd orango and ho will buj 3 oranges lccaiso Ho 
utility which bo derives from tf o 4th orange i o 111 is lets 
than tho sacrifice i e /2/ Ifthojrico of tlo orange were 
/3/ his marginal orango would havo boon tho 2nd orange and 
if the price were I if hi3 marginal orango would hive been the 
1st orango Wo pay for a commodity net according to total 
utility but according to marginal ut lity ~ 

In tbo same waj, if a man has to purchase several articles, 
he will spend in such a way that Iho marginal utilitj in each 
cubo a tho same— if ho spends moro on cno article and less on 
anothor the utility which bo derives from cert m units of 1 s 
income in tho former case uould bo less than that m tbo latter 

And tf e same margin is found in production also Land u 
used for ono purj!o«o and not for onothor boeau'o tho producer 
iu lh 0 former case gets more than what ho can get in the latter 
ease e g land s need for agriculture and not for gardening 
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[ Total utility goes on increasing so long as the 
additional utility or marginal utility does not reach 
zero. But beyond the point of zero even total 
utility may begin to diminish as the disutility or 
negative utility increases. Suppose the utility of 
the first orange is 40, of the 2nd 30, of the 3rd 20, 
of the 4th 10, of the 5th 0, of the 6th —10, of the 
7th —20, of the 8bh —30, and so on. Here the 
total utility when he purchases only one orange is 
40, when two oranges 70, when three 90, when 
four 100, when five 100, when sis 90, when seven 
80, and we 'find that the total utility increases upto 
the 5th orange, and begins to decrease after the 5th 
orange. Total utility is the highest when the 
marginal utility is zero. ] 

because its use in the former case is of greater value than its 
use in the latter case. Similarly, labour is undertaken upto a 
certain number of hours, and not more, because the labourer 
stops at that hour where the disutility of labour balances the 
pay for that hour; and capital is saved till the point where the 
margin is reached at which the present worth of the utility 
derived from the interest is equal to the utility derived from its 
immediate consumption. And the organiser combines land, 
labour, and capital in such a way that the marginal productivity 
is the same in all cases. 

It is 'thus clear that in all economic activity, whether it be of 
consumption or of production, the idea of margin is present at 
every step, and with every change in the items to be balanced, 
there comes a change in the position of the margin, too. Such 
changes are always going on in the economic world, and Econo- 
mics is nothing but a study of these. [ Read the definition by 
Bobbins given on page 4 . ] 
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Consumer’* Surplus.— 

We have seen that according to the Law ol 
Diminishing Utility, a consumer does not get 
equal satisfaction from all the units of the 
commodity that ha buys, although he pays an equal 
sum for all the units. Suppose the units ol a 
commodity give utility in the following order 

100, 90, 80, 70, GO, 60, 40. 80, 20, 10, 
and suppose he buys 10 units. He will be willing to 
pay for them the price which corresponds to the 
utility of the 10th or the marginal unit. ( If the 
price is higher be will not purchase 10 units, but 
less.) 

Thus we see that be will get 100 + 90 + 80+70+ 
60 + 60+40+ 30+- 20 +10, or 650 units of utility, 
and will pay for all the units at the rate of 10. i.e., 
10x10 or 100 units in all. Thus he will get an 
excess of satisfaction ( 650-100 ), which is known 
as the consumer's surplus of satisfaction . In the 
diagram below : 


Y 



maacja»u uvuir 
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Consumer’s Surplus.— 

We have seen that according to the Lav? of 
Diminishing Utility, a consumer does not get 
equal satisfaction from all the unite of the 
commodity that he buys, although he pays an equal 
sum for all the units. Suppose the units of a 
commodity give utility in the following order 1 — 

100, 90, 80, 70, 60, 60, 40, 30, 20, 10, 
and suppose he buys 10 units. He will be willing to 
pay for them the price which corresponds to the 
utility of the 10th or the marginal unit. ( If the 
price is higher he will not purchase 10 units, but 
less. ) 

Thus we see that he will get 100 + 90 + 80+70+ 
60 + 60 + 40+30+20+10, or 650 units of utility, 
and will pay for all the units at the rate of 10. i.e., 
10x10 or 100 units in all. Thus he will get an 
excess of satisfaction ( 550-100 ), which is known 
as the consumer's surplus of satisfaction . In the 
diagram below: 



wort 
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If he takes 0 X (i.e., 10) oranges, the total utility 
is equal to the area of OXPMN. As he pays for 
all the units the same as he pays for the marginal 
unit, the total paid by him ( 10 x 10 ) is equal to the 
area of OXPE., therefore, R P M N represents the 
consumer’s surplus. 

In this way he pays prices much below what 
he would pay rather than go without the commo- 
dities, and consumer’s surplus has been defined as 
"the surplus of satisfaction ivhicli a consumer of a 
commodity enjoys over and above the cost which he 
pays /or tkat commodity.” In. n&tax ifc is, 

il the ex cess of price rohich a consume would he 
ivilling to pay for tliat commodity'— rather than go 
without the commodity — over and above the price 
he actually pays.” For example, if he is prepared 
to spend Re. 1 on a copy of the newspaper and he 
actually getB it for 2 as. in the market, then Re, 1 
minus 2 as., i. e.' 14 as., will be called his consu- 
mer’s surplus. 

Evidently the consumer’s surplus derived from 
Borne commodities is much greater than from others. 
It is particularly great in the case of sutfh commodi- 
ties as salt, matches, postage stamps, newspapers, 
railway fares, telegraph and telephone rates, etc. 

- — It~is- -however,'* Very difficult to measure consu- 
mer’s surplus. It is very difficult to 8a y what a 
particular person would have been prepared to pay 
rather than go without any of these thing 8 * What 
would not a thirsty man be prepared to pay for the 
first glass of water or a hungry man for the first 
loaf of bread ? 
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Bub this must not bo confuted so as to mean 
that coaeumcr’s suiplus docs not exiBt, or that tbo 
conception of consumer’s surplus Ins got no practical 
value. It docs exist. Every commodity yields at 
least some consumer s surplus. .In fact, the greater 
the consumer’s surplus, the greater is tbo bappme38 
of a ptr^on or a community at any given timo and 
plac rt . And the idea of consumer’s surplus is very 
helpful to the financo member framing a tax system 
and to the monopolist fixing up the prico of his 
commodity The former aims at increasing the 
consumer s surplus of tbo people and the latter 
aims at fixing the prices bo as to snatch away all 
the consumer’s surplus from the consumers.* > 

Law of Equi marginal Utility: — This law is a 
law of expenditure, and has been deduced from fcEe 
Law of Diminishing Utility dismissed above. 

If a man has something which he can put 
to different uses ho will be inclined to Attribute 

*Prof Marshall has Pointed out that, though tho dost 
rine is hypothetical to a certain oxtent it is of great use in 
estimating the benefits which a porEoo derives from Ins con* 
Sumption Says MashaM, "If ft man pays Id toll on a bridge 
which saves him an additional drive that would cost a shilling, 
wa do not Say that the penny is worth a shilling, but that the 
penny together with the advantage offered him by tho bridge ta 
worth a shilling for that day Wore tho bridge swept away on a 
day cm winch he needed it, ho would bo in at least as bad a 
position as if he had been deprived of lid. ’ Again, be says that 
tho conception of consumer’s surplus enables us to seo how "a 
man With an income of £ 1,000 per month m London with the 
amenities of life that London presents enjoys more benefits and 

.advanta-eethan with £ 10,000/* m the wilds of Central Africa 
Without those amenitiRa" 
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the thing among these different uses in a manner 
which will give him the maximum or the highest 
satisfaction out of these uses. If he has some money 
and is in need of several things he will spend his 
money in such a way that he may derive the maximum 
amount of satisfaction from his expendituie. 
What is the way to do it ? He will buy one 
commodity and discard another. He will buy 
more of one commodity and less of another. 
.He will stop spending on goods the marginal 
utility of which should be getting smaller than the 
utilitj 7 he could derive by spending on others. He 
will substitute the more pleasurable for the less 
pleasurable till the marginal satisfaction of all the 
goods is equal or almost equal, (in other words, he 
will spend his money in such a way that each of 
the commodities will give him the same marginal 
utility ; for it is only then that he can get the 
maximum satisfaction) 

Thus suppose a inan has a monthly income of 
Rs. 100/-. How he should distribute his income under 
the different items of food, clothing, house-rent, educa- 
tional expenses, medical expenses, and amusements 
so as to cover all the necessary items of expenditure 
in their due proportion. But if he spends Rs. 50/- 
on house rent, and Rs. 25/- for amusements, and 
the remaining Rs. 25/- for food, ho cannot derive 
maximum satisfaction from all the expenses, because 
, Rs. 25/- is too small a sum for food, whereas 
Rs. 25/- for amusement is rather too much, and 
R 3 . 50/- for house-rent also too much. That is, the 
utility derived from mono} 7 spent on amusements or 
house-rent is less than the utility that could be 
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derived by spending it on food. If lio spent Kg 16/* 
for bouse rent, Rs. 50/- for food, and Rs 35/- on 
other items of expenditure, tho marginal utility of 
money would have been almost equal in each case, 
and he would bavo obtained maximum total satisfac- 
tion out of his money. 

Ret us tako a more definito example. Suppose 
a man has Rs. 23 with him. Ho has to buy food, 
clothing, shelter, and ornaments. Each unit cost3 
Re. 1. How many units of each commodity would 
bo purchase if tho utilities of tho differents units 
arc as follows: — 


Food Clothing Shelter Ornaments 
10 8 6 3 



1 0 
0 


Naturally ha would spend the first rupee on food, 
for it gives him tho highest utility of 10, the second 
Mv? oAm? critter on food or on Olbtfding 
and so on as mentioned below: 

1st rupee on food 2nd rupee on food 
3rd „ „ clothing 4th „ () food 

6th „ „ clothing 6th „ }) food 

7th „ „ shelter 8th „ „ food 



( 89 ) 


9th 

rupee on 

clothing 10th 

rupee 

on 

shelter 

11th 

3* 

53 

food 

12th 

is 

35 

clothing 

13th 

>3 


food 

14th 

3* 

35 

clothing 

15th 

35 

3! 

shelter 

16th 

31 

JJ 

ornaments 

17th 

V 

M 

food 

18th 


JJ 

clothing 

19th 

35 

>3 

shelter 

20th 

53 

55 

ornaments 

21st 

3 1 

3* 

food 

22nd 

> « 

33 

clothing 

23rd )3 shelter. 

Thus he will buy 9 units of 

food 

7 of clothing, 


5 of shelter, and 2 of ornaments. At the end, ifc will 
be found that the marginal utilities of all the com- 
modities — food, clothing, shelter, and ornaments 
are equal, i.e., 2 in each case. 

Similarly, suppose a man brings 10 oranges 
from the market. There are three members in his 
family — himself, wife, and a child. He takes 4 
oranges himself, gives 4 to his wife, and 1 to his 
child. He now finds that if the child takes any 
more he would vomit; aud the wife’s desire is satis- 
fied, too; but he himself can take more. Whom 
should he give the orange that is left ? Evidently to 
himself. But why ? Because the marginal utility 
of the orange to him is greater than the marginal 
utility of the orange to his wife or child. 

f 

Again, if a man haB to distribute his income 
over his present and future needs, he will so dis- 
tribute his income between spending and saving 
that he may be able to secure the greatest amount 
of satisfaction, that is to say, in such a way that 
money spent, i. e„ money applied to present use, 
has the same marginal utility as money saved for 
future. 



( 90 ) 

Generally speaking, therefore, if a roan has 
something whioh can be put to different uses he will 
be inclined to distribute the thing among those 
different uses in a manner which will give him the 
maximum or highest satisfaction out of these uBes; in 
other words, in such a way that he may derive equal 
marginal utility from all the various different uses. 

This is expressed in the form of a law as follows:- 

‘In distributing a given income over different 
items of expenditure the maximum total utility 
is obtained only when the marginal utility in all 
cases is the same. ,) • 

In other words, if a consumer succeeds in dis- 
tributing his money in such a way that ho gets the 
maximum satisfaction, then the marginal utility to 
him of a pennyworth of any good which he buys 
will equal the marginal utility to him of a penny- 
worth of any other good that he buys. 

For the total utility to be a maximum , a given 
income must be so divided between different articles 
of consumption as to yield equal marginal satisfaction 
along each line of expenditure 

This Law of Equi-maiginal Utility is of very 
great importance in Economics, and applies to all 
tho four departments of the subject. For example, 
in the field of production also the entrepreneur 
works on the same prinoiple in determining 'the 
relative proportion of land, labour, and capital which 
e will, use in production. He buys his factors of 
production, just as a consumer buys 1 food aud cloth- 
ing and with a view to get the maximum return at 
a minimum cost, he is always ou the look-out tb 
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substitute more profitable for less profitable items of 
expenses. He tends to employ the i factors of 
production in such proportions that the marginal 
returns from each may be equal, for here also he 
obtains the maximum returns when the marginal 
returns are equal. And so long as this is not the 
case he goes on substituting one purchase for 
another. Thus in deciding whether ten more 
labourers should be engaged, or one thousand rupees, 
more should be invested as capital on machinery, 
or some better management and supervision should 
be obtained by further expenditure on it, he will 
compare the marginal returns of each separately, 
and shall try to get equi-marginal returns from his 
additional outlay on these, for it is only then that 
he can get the best value for his money. (This is 
what is known as the Principle of Substitution in 
Economics, or the Law of Equi-marginal Returns). 

Similarly, the law has an important bearing upon 
distribution—- ~e. g., it forms the basis of the demand 
for equal distribution of wealth and income, and 
upon r exchange — e.g., it affects the decision of a 
purchaser who tends to substitute a cheaper article 
for a dearer one. 

Family Budgets: — 

The principle of balanced consumption is reduced 
to the Family Budget in which one has to consider 
distribution of expenditure among different articles 
and over different periods, 

( ‘A complete statement of the income and 
expenditure of a family during a certain time is 
called a Family Budget 
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It is a balanco sheet of receipts and expenses of 
a family and, if properly studiod, it will reveal the 
whole economic life of the family concerned 

-Ihe budget is generally arranged under the 
following mam heads (there is no hard and fast 
rule about tho heidmg — Shoso depend upon the 
purposo of enquiry) — . 

1 Toed 

2 Heat and Light 

5 House and Sheltor 

4 Clothing and Shoes 

6 Health and Education 
0 Lntertainmonts 

7 Sorvices 

8 Social and Religious Expenses 

J bakings and Investments (or Intorest 
on Debt or Debt Payment) 

10 Miscellaneous 


Family Budgets have often bcon collected and 
compared The first important study of them was 
made by Dr. Engel of Germaoy m 1857 By a 
comparative study of these budgets he arrived at 
<^a BOaotawn. W,th re S' rd “> household 
P n 1 ure > whioh have boon embodied in tho 
form of a law known as Dr Engel's Law of 
Consumption — 


,.J B n^, hm \ tb V a ° 0me th ° Boater th0 P° r “ 

lower the °“ a ’ th ° er0,t0r tb0 « 

lower the percentage Bpent on food 

ap P ™r^ 
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3. The percentage ontlay on miscellaneous 
items such as education, health, travelling, etc,, inc- 
reases with an increase in income. 

This Law is, however, merely a generalisation 
from the personal experiences of Dr. Engel. More 
recent investigations indicate that ohanges in the 
distribution of expenditure do not always vary in 
quite this way. It is different for diflerent 
individuals, different commodities, and different 
regions. Anyway, Engel’s most obvious generalisa* 
tion that as income increases, a constantly incre- 
asing percentage is spent on health, education, 
amusement, and other comforts and luxuries 
is confirmed; and it has in fact become customary to 
measure the welfare of a particular income group 
by determining the amounts available for expendi- 
ture on comforts and luxuries. The nation that 
spends more on these items is considered to have 
greater material welfare. English people spend 
more on comforts and luxuries than Indians, and the 
English people are considered richer than the Indians. 

[In India two persons are known for their study 
of family budgets — Major Jack and Prof. Findlay 
Shirras. The former studied the family budgets of 
the people living in a Bengal district. He found 
that the agriculturists living in comfort spent about 
58% of their income on food while those who lived 
in poverty spent 60%. The latter collected the 
budgets of the working-class families of Bombay, 

' He found that the workers who earned less than 
Bs. 30 a month spent about 60% of their income on 
food while the workers who earned about Bs. 80 or 
90 per month spent about 53% . Thus the conclu- 



( 94 ) 

siona of both of them confirm Dr. Engel’s 
conclusion— i.e the percentage of income spent on 
food decreases as income increases,] 

Purposes served by Family Budgets. — 

To the householder : — 4 

(a) A glance at the budget will te'-l him whether 
he is spending withm his means; if not, where he 
can bring about a reduction. 

(h) By comparing budgets from month to month 
he can find out where economy is possible and 
where a little greater expenditure will result in 
higher efficiency. 

(c) Family budgets teach him foresight and 
thrift, the proper valuation of present and future 
wants, and the importance of the principle of 
balance in consumption 

To the economist : — 

(a) He can have an insight into the real econo- 
mic well-being of the families whose budgets he 
studies. 

(fd He can find out whether a class of people 
are consuming the right kind of food, etc., whether 
the consumption is suited to promote the real well* 
being of the people, whether their standard of living 
is high or low and population is pressing or not, 
whether education and health are being taken care 
of or liquors are being indulged in to excess, 
whether savings are adequate and debts are for produ- 
ctive purposes, etc. eto. For example, Indian 
peasants are veiy poor and yet on ceremonial 
occasions they become extravagant and spend 
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money beyond their resources, e.g., on the birth of 
a son, the marriage of a daughter or the death of 
an old man in the family. They borrow money for 
these purposes and pay a very high rate of interest. 
They also spend a little too much on liquor and 
tobacco. They can be advised by the economist to 
give up these. 

(c) He can have indications of changes in taste 
and fashion, customs and manners, and in the 
general mode of consumption consequent on chan- 
ges in price, e. g., whether at a certain, time peo- 
ple are spending more on tea or milk, on marriages, 
or on education, etc., etc. 

To the statesman : — 

(a) He can have a reliable information of the 
standard of living enjoyed by the people. 

( b ) He can realise the need of any legislative 
measures to regulate or prohibit the consumption 
of certain commodities, eg., liqour, opium, etc. 

(c) He can study the effects of any taxes on 
articles of general consumption. 

(d) He can study the comparative effects of taxes 
on the rich and the poor, and can find out how the 
taxes can be made such that they fall more on the 
rich than on the poor how unnecessary consumption 
can be stopped by taxes, etc., etc. 

QUESTIONS. 

1. Wbafc is meant by "Utility” ? State briefly the Law of 
Diminishing Utility. Point out the significance of the 
phrase “other things being equal.” What are these other 
things ? 
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2. Explain ag clearly as you can the law of diminishing utility, 
Am tboro any real or apparent exceptions to the law ? 

3. State clearly the Law of Satiability of Wants. Can you 
deduco from it any law for the guidance of people’s 
expenditure ? 

4 State and explain the Law of Equi*marginal Utility. Wbat 
13 the importance of the law in our every day life ? 

5. What [a the pnnclplo of balance in consumption ? Explain 
this, both with reference to a particular want and with 
reference to a number of wants. „ 

8. What do you understand by tho following 
la) Satiable Wants , 

16) Total Utility , 

(c) Marginal Utiltty , 

Id) Consumer's Surplus ? 

7. What are Family Budgets ? 

What purposes do they servo (fl) to tho householder (5) to 

the economist, and (c) to tho statesman ? 

8. State and explain Engols law of family expenditure. How 
far is it applicable to Indian conditions ? 

9. What advice would jou givo to your sister in tho matter of 
the regulation of bor domestic expenditure with a view to 
achieve maximum satiefaction. 



CHAPTER 9 

ECONOMICS OF SPENDING AND SAVING 

Spending.— The income that a person has may 
be used for the direct satisfaction of wants, or may 
be saved to provide capital for further production 
of wealth. If it is used for the direct satisfaction 
of Wants, the process is known as spending. 

Now the question arises — how should a person 
spend his income ? What should be the method of 
spending ? The answer to this question is that he 
should' take the help of the law of equi-marginal 
utility. He should compare his different wants. 
He should calculate the utility which is likely to 
be derived from his purchases. And he should so 
spend his money that the marginal utilities of all 
commodities are equal, for it is only then that the 
highest amount of satisfaction can be got with the 
money in hand. 

The ordinary Indian peasant in our country 
does not observe this principle and the result is that 
he spends on tobacco and liquor, and neglects 
necessaries of life at the cost of health and efficiency. 
He leads a very frugal life in ordinary times but 
on ceremonial occasions such as the birth or the 
marriage or the death of some one in the family, 
he becomes extravagant and spends money beyond 
his resources. He even borrows money for the 
latter purposes at a high rate of interest, 
involves himself in debt, and can never extricate 
.himself from the clutches of the money-lender for 

t 
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the whole of his life. Ho should observe the 
principle of proper balan-ce in consumption, and 
should distribute his expenditure over his present 
and future needs, or over the different articles of 
consumption that claim his attention at any time, 
in a wiser and more judicious manner. 

Saving. — As a man’s income rises above the 
subsistence level, he usually thinks of saving a 
portion of his income. He may fall ill for a con- 
siderable time and may not be able to work and earn 
during that period. His family may be growing, and 
babies may have to be fed and clothed. Children 
may have to be educated at schools and colleges. 
Daughters may have to be married. The son may 
requite some capital to start a business, etc. etc. 
To meet all these future needs he has to Bave. 

But in Economics all wealth set aside for the 
future is not called saving. If a man puts a sum 
of R°. 500 in an iron safe to be u cd in the future, ho 
is simply hoarding — he is not saving. Saving implies 
that the money shall be used for'^furthet pioduction 
of wealtk~~e. g, either it shall be invested in business, 
or deposited in a Bank from where others can 
borrow and put into productive use. The aim of 
all saving is only an indirect satisfaction of wants — 
meaning, of course, a better satisfaction at a future 
date. 

Relation between Spending and Saving.-Spend- 
mg and saving have one thing in common. In both 
cases wealth is given in exchange for certain goods 
and services; the only difference is that goods and 
are not put to the Bame use. When we 



( 99 ) 

consider them from the point of view of spending 
we find that they are applied in the direct satisfac- 
tion of wants; when we consider them from the 
point of view of saving they are applied for the 
production of other wealth. Let us take an example. 
A man has a hundred rupees with him. He wants 
to spend the sum on getting a suit for himself. Tn the 
meantime, the idea strikes him that he should 
purchase a type-writer with it and earn some money 
with its help, so that he may be able to spend more on 
clothing every month. The formor would have been 
spending, the latter would be saving, and evidently 
both spending and saving are essential features 
of everyday economic life, and there is a close 
relationship between them.' r 

However, some people are of opinion that wealth 
should not be saved, and all of it should be spent, 
fylore spending means buying more goods. So 
sale and production of goods will increase. More 
factories will be turning out goods. Trade will be 
brisk. More and more people will get employment. 
And there will be an era of prosperity. But the 
position is not so simple. If everybody spends the 
whole of his income savings will fall off; small 
savings will mean small capital ; small capital will 
mean fewer machines, tools and plants ; and produ- 
cers will not be able to produce goods. How will 
the people purchase goods then, and how will 
spending be possible ? 

Others argue that all wealth should be saved. 
Saving will lead to accumulation of capital, plenty of 
capital will lead to increased production and cheap 
goods. They forget that if all wealth is saved, and 
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there is no spending, who will buy the goods produ- 
ced, and how will the goods find a market, 

Jn fact, for the economic welfare of a country 
saving' and spending both are important. Thera 
is uo conflict between them. They are* in fact 
complementary, and co*related f and one cannot be 
sacrificed for the other. 


So thero should always be a balance between 
saving and spending, and a person should so distri- 
bute his income between spending and saving that 
be may secure the maximum amount of satisfaction. 

There should always be a balance between 
saving and spending, and under normal conditions 
economm forces tend to adjust the balance between 
avmg and spending, or between production and 
consumption, thus : 


. '^ 00 8a ving makes capital scarce, and 

n erest igb. High rate of interest induces larger 

nntlT' T °“ mUoh mates capital abundant 

ana cheap. Bate of interest falls. Inducement to 

L SaVing ain > ini8h “, a°d there is 

decrease m the supply of capital. So on and so forth. 


the social side of spending 

— fhaSettr 10 “* — 

tion of theZZty 9 IyT direct !° tt . io ihe P rodu(> 
buy thines tfip J 'a ° r Gxam P ,e » lf people usually 

art^r’hl °h D °' ^ d ° e3 ^uire 

latter class of JIT b<mr ’ tbe resnlt « that the 

and th i, I at “??■ dieappear fro ” the 

a degraaat.cn of the workers as a class. 
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Similarly, if machine-made standardized goods are 

1 

demanded by the people in place of artistic 
products, the industries for the latter decline and 
disappear. Again, if people begin to use wine, wine 
is produced ; if people become fond of going 
to the cinema, cinema bouses are started ; if 
people make use of explosives, factories for making 
explosives are worked. And when capital and 
labour are diverted to the production of luxuries 
from Borne other industries, where they would have 
been devoted to the production of necessaries, there 
must be a reduction in the total welfare of society. 
For example, if more and more golf-fields and polo 
grounds are required by the people, land which is 

now used for growing wheat and rice, etc. will be 
turned into golf-fields aud polo-grounds, and agri- 
culture will suffer. 

Secondly, spending of one class of consumer 
affects the spending of other classes of consumers. 
If the former divert a substantial amount of 
the productive factors, less of these remain for 
producing goods for consumption by the others. For 
example, if we spend much on extravagant 
things like vegetables or fruits out of season, 
then much capital and labour will be diverted to 
these trades, which would ordinarily have been 
devoted to the production of food for the poor 
people. Or, if there are more and more cinemas 
and theatre-houses in a town, more and more plots 
would be needed for these and there would be a 
shortage of plots for building houses for the poor, 
and their rents would rise. 

Thirdly, s pending of income on such things as 
drinking and: gambling is very harmful to the society 
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as a zohole. The habit of drinking not only makes 
the drunkard a less efficient producer, but makes his 
children also less efficient by lowering their standard 
of living, health and efficiency, and thus causes a 
cumulative loss to the natiou. Similarly, gamblin'* 
encourages idleness instead of improving the pro 
duction of wealth for the nation. 

Wc naturally concludo that the way we spend 
our income has its effect on society. ‘Every act 
of spending has got its social sido”, they say. 

Should society interfere with our individual 
liberty in spending ? 

Grantmg then that the way we spend our income 
has its effect on society, the question arises — has 
society a right to interfere with our liberty in 
spending? 

On this subject, the opimous of writers greatly 
differ. Some argue that no restriction should be 
placed on spending and that every person should be 
left free to spend his income as he pleases Others 
maintain that all Rpendmg should be regulated by the 
state so as to secure the maximum well being of the 
whole population, as under Sooiahsm and Bolshevism 

The correct attitude seems to be that society 
should interfere only when a thing is not only 
personally injurious but is also harmful to society 

No doubt, absolute control of consumption by 
the society would make life unbearable. Who 
would like to spend his income under the direction 
of the state ? Who would like to make efforts to 
earn more ana produce more, when society would 
m at every step to fix up the manner of bia 
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spending the income that he gets ? But, on the 
other hand, if there is absolute freedom and no 
restriction is put on our consumption it becomes 
hurtful to the society, and also makes our life 
miserable, e. g., if there are no rules and regulations 
people would spend like anything on intoxicants 
and explosives, and obscene things, labourers would 
have to work under unwholesome conditions in the 
factories, etc. etc. The state is, after all, the cus- 
todian of social interests and the guardian of the 
future as well as the present generations of the 
people in a country, and as such it must enact 
necessary laws in order to regulate the expenditure 
of private individuals. Usually, it interferes in one 
of the following ways : — 

1. It discurages the use of drugs and intoxicants 

by placing restrictions on the sale of these things 
— as to time, place, and person, e.g. a large quantity 
of these cannot be purchased at a time, children 
cannot purchase thesej and no purchase at all can 
be made except during certain hours. During the 
days of the Congress Government, even the policy 
of total Prohibition was launched in certain 
Provinces. 5 

2. It discourages the use of similar other things, 
e. g. tobacco, by raising their price by levying heavy 
excise duties, or import duties, on them, 

3. It saves consumers against the adulteration 
of goods, like ghee and milk, in several ways. 

4. It saves consumers, especially the poor, 
from an undue rise of the prices of necessaries, and, 
in times of emergencies, like war and famine, 
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makes certain that consumers have a sufficient 
quantity of these at least, eg, the system of ration 
ing and price control during the present war. 

In earlier times, sumptuary laws, forbidding 
the use of certain things and insisting on the use 
of others, were very common ; e g. in Spam in the 
19th century Bilk could not be manufactured, nor 
sold, nor used, and in England in the 17th century 
the use of silk for covering buttons and making 
button holes was made compulsory 

THE PROBLEM OF LUXURIES 
Wo shall now look at luxuries fiom the point ol 
view of society Surely, the rich persons who 
indulge in luxuries consider them worth the price 
they pay for them But are those luxuries justified 
from the social point of view ? 

Now, luxuues are of two kinds (i) harmful lusu 
nes, or those which harm the consumers and 
materially diminish their efficiency, e g , intoxicants 
and gambling, and (it) harmless luxuries, or those 
which are merely the satisfaction of superfluous want 5 , 
and neither increase nor decrease the consumers 
efficiency, e g , the luxuries of art, and the use oi 
motor cars. Ibe former stand altogether concle* 
mned — there is altogether no justification for them 
But what about the latter— -i e , the harmless luxuries? 

Harmless luxuries are generally justified on the 
following grounds * — 

1. r ibe desire for luxuries is a mark of progress 
at the same time that it is a stimulus to invention 
Many people put forth their best efforts only because 
they want to enjoy luxury's of life When they see 
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others enjoying luxuries, e.g., going feo the cinema 
with family and children, spending money over 
feasts and festivities, driving iu a car, etc., etc., they 
feel a'sort of ambition in themselves, too, and work 
hard to earn more money and thus be able to enjoy 
such social amenities. The desire for luxuries has 
often impelled a man to seek wealth, and in seeking 
wealth, he naturally confers great benefits on the 
society — there is greater production, there are more 
and more inventions, etc., etc. Civilization, in fact, 

■consists in wanting many things and in knowing 
how to get them. 

2. Luxurious habits raise the standard of living 
of the people, and in order to maintain this standard 
of living, they refuse to marry and they practice 
birth control, and thus a check is put to the growth 
of population. It is a common observation that 
the rich have fewer childern than the poor ; and 
when there is a general rise in the standard of 
living, the population cannot increase in excess of 
the means of livelihood. 

3. The demand for articles of luxury generally 
requires greater refinement and greater skill on the 
part of those who /produce them. The consumption 
of luxuries, therefore, raises the standard of artistic 
excellence. In other words, luxuries encourage 
art. It was the luxurious habits of Shahjehan 
which gave the TcijmahaX to the world. Again, 
it was the luxury of the Hindu princes and Muslim 
Nawabs that made it possible for the Indian artisans 
to produce the “muslins.” 

4. Luxuries, like precious ornaments and stones, 
serve as a sort of insurance in the days of financial 
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difficulties. This is the reason why women of our 
country attach bo much importance to ornaments 
and jewellery, and, during the present war, wo have 
seen that many noh people could find it possible to 
live on clothes that they already had with them 
instead of purchasing them at very high prices'. 
But the poor who had no surplus with them because 
luxuries were denied to them, could not do so. 

Besides the above, luxuries have been justified 
on certain other grouuds ; but these have been Criti- 
cized too. Let us, howevor, discuss these arguments 
in favour of luxuries: 


3 * luxurious expenditure gives employment to* 
many, and .a generally good for trade. For example, 
a ric man gives a musical entertainment, be 
” , em ?. oy artists ' mus icians, and others. His 
Cr Jet nr in Cars 0r dressed in 

dv n t h S ' and 80UJ ° «'«uhments will be 
thus o v V ’ ° t0 ' Th0 “^tainment will 
laker *° P ° tro1 ’^ubants, ear 

makers, weavers, tartars, washermen, cooks, servants, 

exne B n l itr0, r n . 8t ° be 6eeD whether or not this 
issuon n!t , D . risbt ' y incama ■ 11 “u“ y 
useful com ° °r“ XUrieS| 1)ul on some other more 

and health, tblro' “wm “« “ e06SB3ry for effl ° i<mcy 

briskness of trado So thi 0 “ p,0yme,lt ana 

, „ So th,s argument has little force. 

luxuries while 1" targe' ^ T r ' gbt *° indu,8:0 “ 
without even dpco g .. nt ™ bar of tlle po'or go about 
them. i n 8tt j . . " lea of llfa being provided to 
Btrrot justice, luxuries should bo permitted 
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only when all have been provided with necessaries. 
The motto should be “ Necessaries for all before 
luxuries for any." 

, The evil effects of luxuries are all the more 
condemnable when the poor indulge in luxuries. 
The use of luxuries takes place at the cost of 
necessaries. Many eJcJcawalas ” go to the cinema, 
though their children at home may be starving. 
Many u Bhishtis ” (water carriers) at Lucknow have 
been seen selling off their “mashaJis" just to be able 
to purchase a ticket for a famous theatrical show. 

2. " Another argument is that luxuries lead to 
the transfer of wealth from the rich to the poor, i. e., 
from those who can spare to those who need. But 
this is also very doubtful. When two people gamble, 
where is the guarantee that the winner will make a 
better use of money than the loser would have made 
of it ? Drinking and talkies are the luxuries of the 
' rich and the poor alike. Besides, the amount of 
money, that a rich man gives to the poor for the 
supply of luxurious articles, is not kept by the latter 
entirely for himself. The preparation of the articles 
requires costly raw materials and costly tools, and the 
labourer has to pay for them. And this payment has 
to be made mostly to rich persons who alone deal in 
such costly things. Naturally, a large portion of 
what the labourer receives passes out of his hands 
into the hands of the rich, and this argument, too, 
has little force. 

However, we come to the conclussion that luxuries 
are justifiable from a social point of view, and can- 
not he condemned altogether, except harmful luxu- 
’’ ries, like*wine, 



( 108 ) 
WASTE 


We ha~e now discussed the social side of spen- 
ding We have seen how individual spending in 
many cises results in wasteful consumption from 
the point of viow of Bociety We shall *now try to 
understand the meaning of waste m Economics. 

Waste means the spending of money without a 
corresponding amount of satisfaction in return 
In other words, it is the making of an effort Vhioh 
does nob bring a corresponding return of satisfaction 
As for example, a man sponds Rs 1000/ in pivmg 
a banquet to his neighbours, friends and relatives 
on the occasion of his son’s marriage From his 
individual viewpoint, it is not waste, as the sacrifice 
brings him pleasure But from the social point of 
view, it is sheer waste in as much as this fleeting 
enjoyment involves disproportionately large sacrifice 
of labour and capital Similarly, destruction of 
wealth, whether accidental or wilful, is generally a 
oa.e of waste For example, if milk gets spoilt or 
ruits get rotten, or if food is left uneaten in the 
ish, or a building is destroyed by fire, earthquake 
or a bomb dropped by the enemy 


No doubt from the individual point of view no 
spending can be waste unless there is mis calcu- 
lation. For, a mau pays for a thing up to the 
margm at which the satisfaction equals the price, 
and he gets consumer’s surplus on all the preceding 

nondi ufc fro “ 1 fct,e social point of view an ex- 
P lture may be called waste It is so called when 

mmht h r‘ 0the 00a8u ™"° tea than what 

ght have been obtained if the productive factors 
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were employed in producing different things for 
other members of the community. 

’ It is certainly right that if a building has been 
destroyed, it will have to be replaced and employ- 
ment will thijs be created for other producers ; but 
had the building not been destroyed, the energy and 
time spent on its replacement would have been spent 
on some other useful objeots. Thus extra employment 
created is at the sacrifice of other objects ; and re- 
placing of wealth which is wasted does not add to 
the wealth of a nation. (Destruction of wealth is 
good only when it is necessary under the circums- 
tances, for example, demolishing of old buildings to 
have better healthy quarters, etc.) 

Note. — Economic and Social waste are both the 
same because the individuals belong to the nation, 
and what is economic waste is surely a social waste. 
But viewed from one aspect one thing may be 
called an economic waste merely and another a 
social waBte. A young man works long and late, 
and spends a^ot of money to become an engineer. 
After securing his degree of engineering, he is 
unable to get any employment or take up any pro- 
fession. This is an example of economic waste. 
H a large number of such people remains unem- 
ployed at any time, this may be regarded as social 
waste. Similarly, extravagant expenditure by a 
large number of people in India on trifling cere- 
monial occasions may be regarded as economic and 
social waste, 
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QUESTIONS. 

1. What ia the object of awing ? How does a man decida 
what amount of his income he should spond, and what 
amount he should Bave ? 

2 What is the relation between saving and spending ? Who 
is of greater service to the society — the miser or the 
epond-thrift ? 

3. What ia meant by the social side of spending ? DisonM the 
various ways whereby a man can effect other members of 
the society by the manner in which he roabes use of his 
money. 

4. Is it of any consequence to society ns to how a person ppeodj 
hia income ? Should society interfere with individual 
liberty in spending ? 

6. What are luxuries ? Ia there any social and economic justi- 
fication for these ? 

6. What do jou understand by ‘waste' in Economics? 
Distinguish between sociul waste and economic waste. 



PRODUCTION 



CHAPTER 10 

WHAT IS PRODUCTION ? 


What is Production: — 

From our study of consumption we have learnt 
that man is a bundle of wants. These wants need 
to be satisfied. They cannot be satisfied unless we 
make an effort to satisfy them by producing the 
things which will give us the required satisfaction, 
and every one of us is making efforts in one form or 
other. This effort necessary for the satisfaction of 
wants is called ts Pi oduction”. 

Now man cannot create matter. He cannot add 
any thing to the existing stock in this world. He 
cannot produce something out of nothing, e.g., a 
carpenter can make a table, but he must have a log 
of wood before ho can do it, a fisherman can draw 
fish forth from the river but there must be fish 
present in the river. All that man can do is to re- 
arrange matter in such a way as to make it more 
useful to man. In other words, man can only 
create, or rather add to, utility; and production in 
Economics is nothing but the addition of utility. 
The farmer arranges seeds in the soil in such a way 
that they draw sustenance from the earth and from 
the air and grow into plants. The shoemaker 
converts a piece of leather into a pair of shoes. The 
milkman brings milk from the dairy to the home. 
The shopkeeper hoards a stock of goods from which 
his customers may -select as and when they wish. So 
on and so forth. Thus what man can do is to 
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produce eitbor the form or tho place or time or 
se) vice utility — 

1. Form Utility : — 

This is oreated when the actual physical shape 
or form of a thing is ohanged, o g., when the carpen- 
ter make3 a chair out of wood he produces form 
utility 

“Utility of chair 
minus 

Utility of wood 

= the additional utility created or 
produoed by the carpenter.” 
Plnson. 

Similarly, whon raw cotton is converted into cloth, 
or grass into paper or sugarcane into sugar wo have 
‘form utility’ 

2 Place Utility 

lhis is created when things are not transformed 
but transported from one place or one persoii, 
where or to whom they are less useful, to other 
places and to other parsons, where and to whom they 
are more useful. For example, when coal, gold or 
iron-ore are dug from the mine and are brought in* 
to use, or when a timber merchant outs wood in the 
forests and brings it into market, or when foodstuff* 
rom the village sido are sent to the towns, we have 
p ace utility. 

3. Time Uhhty 

This is created when things are preserved or 
stored for some time for future use. For example, 
W 6n rai,k 18 P r68 orved m air-tight bottles or fruits 
are conserved m cold storages, or when the village 
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Mahajan purchases agricultural produce, say rice, 
at the time of harvest ? stocks it for a few months 
and resells it at a higher price, we have time utility. 

4. Service Utility : — 

Some writers also take into account service utility — 
the utility of human labour is called “service utility”, 
e. g., when a Madari or a juggler shows his tricks, or 
a dancer is engaging the audience, the people present 
experience some pleasure. Here the effort of the 
juggler or the dancer is known as .service utility. 
Similarly, clerks, domestic servants, doctors, teachers, 
mil! labourers, sweepers, etc., create “service utility”. 

Note : The wood in the forest exists as wood 
and is capable of satisfying many wants. Its existence 
as wood is said to have “elemental utility”. 

Factors of Production or Agents of Production: — 

In order to produce, the co-operation of the 
factors of production is necessary. The factors or 
agents of production are four ? viz., land or Nature, 
labour, capital and organisation. Sometimes the 
last is split up into, two — viz., organisation proper, 
and the risk-taking part of it or enterprise. 

1 Land consists of all those things in nature which 
are given in fixed quantities, free of cost and which 
[can be worked but not increased by man. This 
includes not only agricultural lands and lands for 
building and other purposes, but also mines, fisheries, 
water and wind power, mountains and rivers, even 
the heat and light of the sun and the moon, etc. 

r 

Labour means the working-force of the country 
represented by men, women and children who work 
in the expectation of a •. reward, or for wages, e. g., 
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the Viceroy of India getting Rs 21,000/- and a 
labourer in a mill or on a farm gettiag Rs 10/- are 
both labourers 

Capital means wealth already produced but used 
not as a means towards the direct satisfaction of 
wants, bat as an aid to further production of wealth, 
eg, tools and machinery, or seed-grain used for 
growing more crops (not the grain used for consump 
tion ) 

Organisation or the combining together of land, 
labour and capita! m such a proportion as to get tha 
maximum of results with the minimum of efforts, 
the superintending or directing of their operations, 
and controlling the policy of the firm. The person 
who does it is known as an organiser, enterpriser, or 
‘entrepreneur.’ 

Note: In the modern system of joint stock 
companies the risk is undertaken by the shareholders, 
who alone share the profits and losses of the com- 
pany, and the organisation by the directors and 
managers who are paid salaries for their work. Thus 
organisation is split up into two p irts,(i) organisation 
proper and (ti) enterprise or risk taking. Tha 
managers and directors are the organisers, and 
shareholders are the enterprisers or entrepreneurs or 
riBk-takers, ( In practice, no doubt, there is seldom a 
complete separation of the different factors of 
production. All the four agent 3 may exist in the 
same person, e g„ the same man may supply land, 
abour, and capital, and act also as organiser and 
risk-taker. But they are logically distinct in regard 
to their functions.) 
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Relative Importance of the Factors of Production :*■— 

Tn the history of the development of economic 
life, different factors of production here been of 
special importance at different stages. In the 
earliest stage of production, nature’s contribution is 
supreme. As society progresses labour as a factor 
attains greater prominence and develops a power to 
control the forces of nature. Later on when savings 
begin, and capital comes in, steam power and machi- 
nery are introduced and capital challenges the 
supremacy of labour Again, with the growth of 
large-scale production, ^organisation becomes indis- 
pensable, and ultimately, as large-scale production 
is not possible without risks, the entrepreneur or 
the enterpriser comes into the field and plays the 
most important role. So all the factors of produc- 
tion have got their importance, though the presence 
of all of them is not always necessary for produc- 
tion, e. g., a singer who delights his hearers by his 
music, is only utilising land to sit upon and his 
labour to give the voice; while in the case of a mill 
or factory, capital and organisation are as important 
as labour and land. However, no production is 
possible without the two factors — land and labour; 
and these are therefore known as the ultimate agents 
of production. ( Capital is only the result of land 
and labour, and enterprise or organisation only a 
form of labour. ) 

Of nature and man, it is difficult to say which is 
more important. “Labour is the Father and active 
principle of wealth, aB lands are the Mother.” But 
land is more or less fixed for a nation, and can be 
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altered by man only to a very limited extent, while 
labour may be changed almost indefinitely , aba there 
fore, the latter is mor6 important than the former 
It is man who harnesses air water and electricity 
to drive his machines and thus increase the wealth 
of his nation In modern society, however, capital 
and organisation are no less important 

Note— Ceitam economists have reduced the 
five factors of production into two, viz (l)Land 
and ( 2 ) Lahour According to them, capital is no 
thing but the joint product of land and labour while 
organisation and enterprise are but forms of specia 
lized labour Thus land and labour are regarded 
as the primary factors of production, while capital 
orgnisation, and enterprise are known as secondary 
factors 


Efficiency of the factors of production — 

For purposes of production, we notlonly require 
the factors of production, but we also want that 
they must be efficient 

By efficiency we mean the ability or capacity to 
pro uce ^In order that a factor of production may 
be called efficient’ ,fc must have the capacity to 
ac ieve much or produce much, with comparatively 
ess e or or cost If land 1S more productive, we 
say it i ib more efficient If lt , s less productive we 
sy i is ess efficient Similar is the case with 
abour, capital and organisation 

„ | F lT Ple ’ an a ° re of wheat 111 India produces 
L 9 of wbeat while the same area of land 

Ind a 6nma o Pr ° dUCeS 2340 Ibs Similarly, while 
produces 98 lbs of cotton, U S. A produces 
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141 lbs. -Evidently efficiency of land in Denmark 
and U. S. A., is greater than in India. Again, an 
English labourer is 3 to 4 times as efficient as an 
Indian labourer. So on and so forth. 

Now efficiency of a factor of production depends 
upon various things. It depends upon its own 
efficiency, and also on the efficiency of other factors 
of production with which it is combined. 

> For example, the efficiency of land depends upon : 
(a) the natural conditions affecting land; e. g., geo- 
graphical situation, soil, climate, fertility, etc., all 
have their effect on the efficiency of land and its 
output. ( b ) the facilities of transport and communi- 
cation; e. g, the presence of roads, railways, 
and canals, generally enhances the value of land 
or the value of the produce raised on such land, 
and (c) the method of cultivation ; e. g., whether 
it is extensive or intensive cultivation, whether the 
use of scientific manure is being made, whether 
rotation of crops has been introduced, etc., etc. 
Similarly, the efficiency of capital depends upon 
(I) the fitness of capital to help production; e.g., a 
huge building to accomodate a very small industry 
.would be a waste; a blast furnace capable of produ- 
cing 1 million tons of steal would be a waste when 
the demand is not likely to exceed 1 thousand tons; 
and an attempt to publish a paper by hand press in 
competition with a rotary machine which can print 
in one hour about 36000 pages would amount to waste 
because the relative cost or production would be 
several times greater in the former case; and (2) 
on the method of its application; e g., if the machi- 
nes are not efficiently worked by labourers, the best 
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of machines would prove to be unproductive la the 
same way, efficiency of labour depends upon tba 
fitness of the labourers to work, physically, intelle- 
ctually, and morally (see Efficiency of labour), and 
the efficiency of organisation depends upon hwoi 
gamsing ability, that is his, quick intelligence 
sound judgment, courage and foresight eg, an 
efficient organiser will make purchases of raw mate- 
rials from the right place at the right time will 
make, the fullest use of labour, materials, and 
machinery by having perfect division of labour and 
specialisation, will try to bring down the marketing 
expenses, will take advantage of proper advertisement 
etc , etc 

The efficiency of all tbc factors of production 
can be developed and unproved, and the morn 
efficient the factors of production are the better 
is the production in the country and the greater 
the well being of the community 

QUESTIONS 

1 Explain Production "What are the factors of production f 

2 Production creates utilities Explain the various forma 
of utilities that are created in the act of production 

3 What do you understand by the efficiency of a factor of 
production ? On what does the eilicieocy of land and capital 
depend ? 



CHAPTER 11. ' 

LAND 

NATURAL RESOURCES OF INDIA 
What is Land ? 

Land consists of all natural forces which are 
given in fixed quantities, and which can be worked 
but not increased by man. This includes not only 
agricultural land, land for building, and other lands, 

but also forests, mines, fisheries, water power, 
etc., etc. 

Thus to- the economist land means not only land 
as is ordinarily understood by the word, but many 
other things as well. It is a general term applied 
by him to all things given by nature and not capable 
of being produced by human agency. It includes 
many things that are in land, as soil and its fertility, 
on it, as forests and rivers, under it, as minerals, 
and over it or above it, as air, heat, light, and rain. 

Characteristics of Land : — 

The distinguishing feature of land from all other 
forms of wealth is that, whereas the quantity of all 
other things can be increased or decreased almost 
at will, the supply of land cannot be so increased 
or decreased. The supply of capital and labour 
may be increased but no matter how much a man 
may want coal, he cannot produce from his land 
more coal than exists there by nature; no matter how 
much a cultivator wants sunshine or rain, be has 
to be content with what reaches his land by the 
natural processes. The area of the earth’s surfaoe 
is fixed and it cannot be increased or decreased by 
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man Nor can man carry the desert soil of Eajpn. 
tana and fix it in a rainy area in Bengal 

In other words, land is limited m quantity If 
we want to increase production we may increase 
labour and capital, but not land The supply 
of labour will increase as the population will 
grow in a country The supply of machines and 
tools, eta , too, can be increased m course of tune 
But we cannot increase the number of coal or gold 
mines in a country, nor can we get more ram than 
what reaches the earth’s surface from above 

Other characteristics of land are — (a) Land is 
an essential factor of production Nothing can be 
produced without land ( b ) Land is a passive factor 
of production It can be made use of only when it 
is acted upon by labour and capital (c) Landis 
indestructible (i e, it cannot go out of existence, 
it cannot be destroyed ) for it does not wear out by 
use as other forms of wealth Booner or later do 
(d) Land is not mobile Its location is fixed So on 
and so forth 

Importance of Land — 

Man is dependent upou land for every need of 
13 life He cannot Bit walk, or work, without space 
Air, water, and light are essential for bis life, etc, 
etc Similarly, our economic activities depend 
mostly upon land A country whioh is rich in 
natural resources is also likely to be a rich country, 
and the nations which today Btand in the front 
ran o the world producers are those whose natural 
gms are large extenaive and valuable The coast 
tne and rivers, the proximity of rich coal and iron 
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fields, the temperate moist climate, and the fertility 
of the soil are still the foundations of the wealth of 
a nation -, and, although man’s conquest of nature 
is great, there are limits to this process, and, in the 
last resort, men must depend upon the materials and 
powers of nature. Let us see below how the 
economic development of a country is influenced 
by land : — 

Firstly , the economic life of a country depends 
upon its natural resources, e, g., a country where the 
soil is fertile but the mineral resources poor, will 
remain predominantly agricultural ; while a country 
where mineral resources ( particularly coal and 
iron) abound, and where forests provide raw materials 
like lac, rubber, pulp, etc., has a greater chance of 
becoming an industrial country. 

Secondly , the industrialisation of a country 
depends upon its agricultural resources. The latter 
in their turn depend upon soil and fertility, rainfall 
and climate, geographical situation, etc., etc. For 
instance, in India, ootton manufacture, jute 
manufacture, and sugar industry are developing 
because the country produces large quantities of' 
jute, cotton and sugar-cane. 

Thirdly , the influence of climate over industries 
is great. In cold climate, woollen industry is bound 
sooner or later to develop, firstly because pasture 
land for animals will be more abundant than farming 
land, and, secondly, because there will be a demand 
for woollens. Besides, it is a well-known fact that 
the damp climate of Lancashire is more suited for 
the cotton spinning industry than the climate of 



India. In India herself, the climate of Bombay is 
more suited for this purpose than that of any other 
place. 

Fourthly , the presence of sources of power, 
e.g , bydro-olectrio power, is also a necessary 
condition for the development of industries ; and 
we must have mountains and rivers, waterfalls and 
rainfall, etc. to provide us cheap and suitable 
sources of power. 

-Thus we see that a country’s agricultural 
development depends upon the fertility of the soil, 
and its industrial development on its mineral and 
power resources ; and both depend hpon climate, 
geographical situation efco,eto. So important, indeed, 
are natural resources in their influence on pro* 
dnetion that they frequently determine the supply 
and amount, of a nation’s wealth. For example, 
ritain * 8 in natural resources ; and her 
supplies of «al and iron, her geographical position, 
er o imatic environments, her natural harbours, 
naviga e rivers and fertile soil have placed her in 
Tank °* the wor ^' 8 producers; and the 
thft 1 6 i If*! ar ° t0 * da y developing leadership in 
wo r a industries for similar reasons— their 
natural resources are unrivalled. 

/ 

NATURAL RESOURCES OF, INDIA 
Area and Location 

ia , a hu f e countr y- It extends 2,000 miles 
easf lo west and 2,000 miles north to siutb, and 

bin aa t “ rea ,°, B0 “ e 2 “illion square miles, it is as 
whole of the continent of Europe exclu- 
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dingBussia. . Ifc has also a huge population of nearly 
40 crores ( or 400 millions ) — nest to China, the 
biggest in the world. 

It occupies a highly favourable position as regards 
the rest of the world for purposes of economic deve- 
lopment and trade. It commands shipping and air 
routes running in all directions. It can trade with 
equal ease with China and Japan, with Australia 
and Newzealand, with Bast and South Africa, with 
the Levant and Europe, and with Bussia, Iran, Irak, 
and Afghanistan. It has also an extensive sea- 
boundary, though it has not many good harbours 
and its shipping- position is weak, for it has hardly 
any mercantile marine worth the name. 

Mountains and Rivers : — 

' India is rich in mountains and rivers. The 
snow-olad Himalayas not only shelter us with an 
inexhaustible supply of all .kinds of animal, vege- 
table, and minera wealth. They are also natural 
reservoirs of water and send down rivers and water- 
falls into' the plains. Similarly, the Western G-hats 
and the Eastern Chats are a boon and a blessing to 
the country. 

The number of rivers is also large, and, before 
the introduction of railways, they played an impor- 
tant part as carriers of commerce. They are also 
the feeders of those important irrigation works on 
which the 'prosperity of the Punjab, Sindh and 
United Provinces so largely depends. Besides, 
flowing water is a great source of hydroelectric 
' energy, and our water power resources are, next to 
• those of Canada and the United States of America, 
the best in the world. ‘ 
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Rainfall The chief faotor which has contri- 
buted to the importauce of agriculture in India ij 
rainfall. Jt is almost entirely dependent on rainfall, 
particularly by the south west monsoon; so much bo 
that it is often said that agriculture in India is a 
gamble in rains. But the rainfall in India has 
certain drawbacks (i) It i 3 not evenly distributed. 
There are some places like Assam, Eastern Bengal, 
Eastern coastal strip, which get over 80 inches of 
rainfall, while others, like western United Provinces 
the Punjab, most of the Deccan Peninsula, which 
get between 10 inches to 3 inches of rainfall, and 
still others, like Sindh, Baluchistan, Rajputana, 
which are almost rainless tracts. For example, 
while Cherapunji gets 460 inches of rain, Upper 
Sindh gets only 3 inches, (ii) It is seasonal and, 
therefore, the wintor crops are not much benefited 
by the monsoon (iii) It is quito uncertain. One 
year there will be lots of rain and the next year 
very little; one year it will rain raoro heavily in 
ujrat than in the Central Provinces, and the next 
year it will be just the other way about; one year it 
wi comB early and disappear soon, the next year it 
will come late and linger on for a long time. 

Climate< India has a tropical climate. Its 
effect on human beings is depressing?' It leads to a 
ow tone of health and vitality. It is characterised 
y extremes of temperature. Intense cold in -winter 
effeer°° rC .u ^ eat ' n Gur nmer,both haves depressing 

eBeo ou hepeop'e. Yet, it must not be forgotten 

the nnunf ia l» »U parts of 

■ I- “°ntbs of the year and in 

P rts of the 00Dn ‘ry ail the year round”. 
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Now tropical climate is a climate of luxuriant 
-vegetation. Nature yields the means of livelihood 
"with comparatively little effort on the part of man, 
! and thus makes him disinclined to constant and 
continuous activity. However, no general statement 
;can be made about the climate of India, because it 
:is a continent rather than a country, and every sort 
:of climate is found in one part of the country or 
another. 

Soils : We have the following varieties of soils 
in India: — 

(a) Alluvial Soil of the Indo-Gangetic Plain: — 

The alluvial soils are the most extensive and 
agriculturally the most important and comprise the 
fertile valleys of the great river systems of India. 
They extend over Bengal, some districts of Madras, 
Assam and Burma, the United Provinces, the 
Punjab, Bajputana, Sindh, Gujrat and Eastern and 
Western Coasts of the Deccan. 

These soils have been formed of minerals swept 
down the mountains by the numerous rivers, and 
thrown out in the form of alluvium or silt, f These 
soils are chemically very fertile, and physically easy 
to dig and to plough. They are well irrigated either 
by rain-fall, or by wells or canals taken out of the 
rivers. They are deficient only in nitrates; that 
is why cattle dung ( which contains nitrates) is 
the most common and effective manure in India. 

These soils are suitable for the growth of a 
variety of crops. Bice is extensively grown along 
the Ghats, and in Burma and Bengal where rain- 
fall is abundant. Jute is grown in lower Assam 
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and Bengal. In the United Provinces and Punjab, 
where well irrigation is common, cotton, sugar- 
cane, and wheat are extensively grown. 

(6) The Deccan Trap Soil of Central India and 
the Deccan. 

The next important soil is the trap soil which 
extendB over the whole of the Deccan, and greater 
portion of Bombay, Berar, the Eastern part of the 
Central Provinces, and Hyderabad. On the up-land 
and on the slopes of hills they are poor in quality; 
in the lowlands, they are more fertile, and help to 
grow cotton, wheat, millets, and pulses. 

True black cotton soils occur within the area of 
the Deccan trap. These soil are of dark colour, and 
are specially suited for the growth of Jong-rooted, 
cotton, hence the name. They are olayey soil ricl/in 
phosphates. Under the heat of the sun they crack ex- 
tensively and take in the monsoon rain, which they 
absorb, Thus they are said to plough and irrigate 
themselves automatically. 

(c) The third type are the Crystalline Bed Soil 
found in tho south, i. e.^ in Southern Madras and 
Mysore; to some extent in Hyderabad and South 
Bombay, and also in Orissa and South Bengal. 
They are of middling fertility. Under efficient 
irrigation, rice grows in abundance. Other common 
crops like pulses are also grown moderately. 

(d) The last type are the Lateriie Soils and the 
Rock Soils of sub-mountain tracts. They are found 
along the foot of the Eastern and Western Ghats 
and in some parts of Assam and Burma. Though 
on the whole deficient in chemical constituents 
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certain varieties are fertile too. Their chief source 
of fertility is the decomposition of vegetable life 
under excessive rainfall, and they vary in fertility 
according to this decomposition. They are mostly 
cJayee, and are not important from the point of 
view of cultivation. 

Minerals. India is rich in her minerals, but the 
mineral wealth is not great relatively to her size 
and population. In many cases the potentialities 
>are great, but the mining industry has not been 
. sufficiently developed. In other cases, the method 
of working is very crude, and the country does not 
earn as much as it should, e. g. in the case of mica. 
Again, most of the minerals are exported .to foreign 
countries in a raw Btate. Even in our own country 
the industry is in most caseB indebted to 
foreign capital. In fact, the profits of raining 
industry go mostly to the pockets of the foreigners. 
We must develop the mining industry by the most 
efficient methods, and side by side we must learn 
to make use of the minerals in our own country. 

To take an example, let us consider the case of 
iron. We have the best store of iron underground, 
hut only little is taken out, and a part of this even 
is sent away in a raw form, to let others finish 
it and pocket the best part of the profit. We send 
out more and more of the iron we produce to 
England and other countries, and then we buy back 
from them steel and steel goods made from our own 
iron. [ Iron is found in the earth in the form of 
rocks or rare earth called ore. This ore is put into 
furnances which are so hot that the iron melts and 
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flows out— this is known aB smelting . Then 1 this 
iron is allowed to oool in moulds shaped something 
like a pig, which is why this rough iron is called 
pig iron* And then agaiu this iron is mixed with 
carbon and with other motals liko manganese to 
give us steel, which has greater strength than iron 
and can be easily hammered to different Bhnpea.] 
We extract nearly 2 million tons of iron, but wo 
make only just over 1 million tons of steel, while 
Germany extracts 3 million tons of iron but produces 
23 millions tons of stool with her own iron and the 
iron which she gets from Franco and Sweden. 
By the way, we must noto that manganese, too, 
which is used for making steel, and in the production 
of whioh India stands second only to Russia, is 
mostly exported to other countries, and is not made 
use of in the country at all. 

A few of the minerals of India are : — 
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COAIi : Coal ia the most valuable mineral. Most 
of Indian coal is consumed by the railways. The 
sources of coal are Bengal, Behar and Orissa, the 
C. P. and Central India, and Hyderabad Deccan. 
Raniganj, Jbieria, Bokaro, Giridih and Barakar mines 
-in Bengal, Behar and Orissa are famous. A little 
coal is also produced in the Punjab and Baluchistan, 
but the supply is altogether insufficient and meagre. 

The quality of Indian coal is inferior. British 
coal is 2| times as efficient as Indian coal. And 
as the coal-fields are not distributed all over the 
cdimtry , but are confined to one locality, transport 
charges make the price high in the provinces distant 
from Bengal, and the competition of South African 
and Australian coal has to be faced. In addition to 
this, coal-mining in India suffers- from climatic 
disadvantages, owing chiefly to the hot climate 
which does not allow working underground; labour 
is inefficient; little use ia made oE coal-cutting 
machinery, etc., etc. 

IRON : India is exceptionally rich in iron ore. 
It is not only large in quantity but also as rich In 
content as nature can provide. Largest deposits 
occur in Orissa, Bengal, and Behar (ores occur here 
in the form i of hills), though small quantities are 
also found in Dharwar(Bombay), in Mysore, in the 
Bellary district of Madras, and in some districts, of 
0. P. In all, India produces about 2| million ton's a 
year. (Of course, TJ. S, A., Prance, Germany, Russia, 
and Britain all produce more; but the reserves of 
iron are not less in India as it is estimated that 
Indian mines contain no less than 3000 million tons 
of iron ore, i.e., three-fourths of the estimated total 
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in the United States, or a little less than one-third 
of the world’s entire reserve. 

In order that icon ores may be sent abroad, they 
have first to be converted Into pig iron* but this 
industry of iron smelting by modern methods ia 
carried on in India at present only by the Tata 
Steel and Iron Works at Jamshedpur, and two other 
smaller companies— Indian Iron and Steel Company 
and Bengal Iron and Steel Company. Still, we are 
the principal suppliers of pig-iron to Japan and have 
caused alarm to the British and American indus- 
tries by under-selling them in their own markets. 
For the industrialization of the country itself, the 
expansion of the iron and steel industry is no less 
important ‘coaZandtiou aiethetivo legs on which 
industry wa firs’ . 

MANGANESE : This is also one of the impor- 
tant industrial minerals, and is use'3 chiefly in the 
manufacture of glass and high-speed steels, and in 
the chemical and electrical industries. It is produ- 
ced principally in the 0. P., Bombay, Mysore, and 
Madras. India is second in the world, Russia 
being the first, in the production of manganese, 
but about 80% of the total output is" exported at 
present to Europe, America and Japan; and it ia a 
pity that we have no manganese chemical industry 
of our own. Neither we use it for making steel 
by mixing it with iron. Nor do we use it /or 
washing, colouring, disinfecting purposes. We 
simply ship away ail the ore we dig out. 

PETROLEUM : It is also a primary industry. 
Petroleum wells are found at the eastern and western 
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ends of the Himalayas — on the west in the Punjab 
and Baluchistan, and on the east in Burma and 
Assam. Of these sources, the most valuable is Burma. 

KEROSENE and PETROL have come to occupy 
an important place in the consumption of India 
During the last 30 years, India’s produce has risen 
to three times as much as before, being now 300 
million gallons; still her imports continue to be large. 
The imports come from Russia, Persia, and U. S, A. 

MICA i It is used in the making of electrical 
materials ( including wireless telegraph). India is 
the largest producer of mica in the world. South 
Behar, Madras, Travancore, etc., are the most 
important producers. The method of working is, 
however, very crude, and the country does not earn 
as much on this as it should. Besides, most of 
the produce is exported, and we have no industry 
in our own country to utilise this here. 

GOLD : India produces only 3% of the output 
of gold. The bulk of it comes from the Kolar mines 
in Mysore (but they are now practically exhausted). 
Anantpur in the Madras presidency, and Hatti in 
Hyderabad Deccan are other mines. It is also 
found out of river silt by dredging in the Punjab 
and in Burma. 

Other mineral resources of India include salt , 
saltpetre , silver , lead , zinc, tin , copper, alluminium , 
jade, chromite , potash , amber , diamonds , rubies 
and sulphur. Chalk, limestone and magnesia are 
also important. Cement is manufactured in Central 
India and the Punjab and competes in quality with 
the best English cement. 
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Forests : Forests have got a number of uses — 

1 They have a great effect on the climate and 
rainfall of the country Plantation of forests makes 
a hot and dry climate less hot and dry, and the 
cool atmosphere resulting from the presence of 
forests has a greater capacity to attract rain For 
example, the rapid denudation of forests in the 
district of Efcawah in the U P was turning it into 
a desert at the rate of 250 acres a year, and affores 
tation — planting of Babul, Shisham and Teak trees — 
had to be taken up to stop this 

2 They bold together the fertile Burfaco soil 
They etoro water and dole it out gradually, thus 
preventing floods and droughts and ohecking erosion 
{ By erosion we mean the gradual eating away or 
wearing out of the soil by natural forces like wind 
and nver-water so as to reduce the surface of the 
soil to barren-ness ) Trees check the force of flowing 
water, either after heavy rains or during a flood, 
and thus save surrounding lands from erosion, which 
is the source of great loss to agricultural land. Not 
only do they cbeok this force but they alee absorb 
through their roots and countless fallen leaves quite 
a large quantity of the falling rain like a sponge, 
and dole it out later on The careless destruction 
of forests on the mountain slopes has increased the 
damage from erosion, land-slips, floods and destruc 
tion of fertile valley lands, and in different parts of 
the country, especially in Bundelkband and some 
native states, deep ravines have been formed. Sinn* 
larly, the bed of the Jumna river in the United 
Provines has got 60 feet lower in the last 500 years 
due to the torrents of water in the rainy eeasori 
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rushing down from the mountains in a way that 
would not have been possible if the forests had re- 
mained there to break their force. To present the 
soil from these, afforestation ( planting of forests ) 
is necessary. 

3. They add to the fertility of the soil by allow- 
ing the leaves, in which is stored up food material, 
to fall down and to be mixed up with soil. 

4. They supply the people with timber for 
building their cottages, fuels for cooking their food, 
and grass and leaves to feed their cattle with They 
also supply raw materials for various industries — 
fibres, gums, and resins; rubber; drugs and spices; 
myrobalans, peppers and cardemoms; wood for 
match industry and for distillation purposes; barks 
of trees for tanning leather; lac and turpentine for 
the manufacture of gramophone goods, varnishes, 
and ink; grass and bamboos for paper and sugar 
industries, etc., etc. 

Naturally the importance of forests in the 
economy of a country is great. Experts have esti- 
mated that about 20 per cent of forest area is the 
minimum for the economic needs of a progressive 
country. Judged from this standpoint, we have too 
few forests and at too remote places from the 
centres of population. The result is that there is 
shortage of timber for building purposes, there is 
shortage of fire wood for cooking purposes, there is 
shortage of fodder for cattle, and there is shortage 
of rain, while floods and erosions are, quite common. 
And it is clear that the preservation of forests and 
/ afforestation, as well as development of industries 
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based on forest produce, are great needs of the 
country— we must preserve the forests both in tbo 
bills and on the plains 

The Indian Forest Department has been 
organized to control and develop the forest resources 
of the country. It now controls nearly one fourth of 
the total area of India. A Forest Eesearhb Institute 
has also been established at Dehra Duo for the 
purpose of carrying research work in forestry, and 
certain new processes, e. g , paper out of bamboo 
pulp, have already been discovered 

But our forest industry is still very backward. 
The Government revenue from forests ja only 5 
orores per annum, while in Germany with a much 
smaller forest area it is 45 orores. The commer- 
cial side of the forests must be considered, means of 
transport and communication muBt be developed, 
the administration of the department must be 
improved, the agriculture and the forest depart- 
ments should be brought into closer contact, and 
the area of promoted forests must be extended. 

Power : lhe sources of power, that is, the 
material forces generally used to set machinery in 
motion are water, wind, coal, wood fuel, petrol, oil, 
electricity and animals Streams of water in the 
lulls enable us to work water mills, the force of 
winds enables us do move boats and work the wind- 
mills, coal and woodfuel are used to generate steam 
and work steam engines or to produce gas for driving 
machinery as well as for heating and lighting 
purposes, petrol and oil are used for driving od 
engines, motor cars and buses, and aeeioplanes, 
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electricity is used for working mills and mines, and 
for driving trains; and animals, bullocks, horses 
etc., are used for various agricultural spurposes 
on the field. 

Almost all these sources of power exist in India 
to a greater or less extent. But in modern times , 
(he word source of power stands generally for such 
mechanical energy as is used for driving engines and 
machinery g., ivood-fuel, coal , petrol, and electricity , 
and the position of India as regards these is 
as follows : — 

( 1 ) WOOD FUEL : Forests provide wood-fuel; 
and forest resources of the country are large. But 
many of the forests are confined to hilly regions in 
India and transport is difficult and expensive. Be- 
sides, with the growth of population, the area of forests 
in the country is becoming smaller while the demand 
for fuel for home consumption is growing larger every 
day. JNaturally, the supply of wood-fuel as a source 
of power is altogether inadequate for the conutry. 
The only happy thing is that it is now an out-of- 
date and un-economical source of power as compared 
with coal and electricity. 

(2) COAL : India produces a sufficiently large 
quantity of coal — about 22 million tons annually — 
but India’s coal is unevenly distributed. Most oj 
the coal raised in India comes from Bengal, Behar, 
and Orissa; and in provinces distant from Bengal 
transport charges make the price of coal very high; 
for example, since the G-reat European War, 
Bombay has found it cheaper to import coal from 
8outh Africa rather than have it from Bengal. Be- 
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sides, the quality of eoal found in India is very 
Inferior. And, as a result of these two drawbacks 
coal has not been so helpful in the rapid industrial 
development of the country as it should have been, 
for example, the iron ores of the Madras Presidency 
have not been successfully exploited to this day 
But the fact remains that coal is an important source 
of power in the country, and in spite of the growing 
use of electricity, it still holds its own, and may 
even be expected to be used more widely in tbe 
future It is used very extensively m driving railway 
and steamship engines today The total reserves 
of coal in the country are estimated to be about 
60,000 million tons 

(8) PETROLEUM and ALCOHAL i Iheseaie 
known as liquid fuels 'Ihey are, also important 
sources of power 

We have two distinct petroleum producing areas 
in India the eastern area in Burmah and Assam, 
which gives 9/10ths of the total supply in the country, 
and the western in the Punjab and Baluchistan, and 
the production is gradually increasing, being over 
300 million gallons today But India is not an 
important petroleum producing country and the 
supply is not enough to keep pace with the demand 
Besides, as the bulk of India’s petroleum is produced 
in Burma, tbe cost of transport becomes a serious 
factor when carried long distance, and much oil is 
imported from America and other countries Jt is 
costly, too Pl^us it is not at all a promising source 
of supply so far as the future is concerned 

As regards alcohal also, the possibilities are not 
very arge It is, however, believed that large 
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supplies of fuel alcohal could be obtained by the dis- 
tillation of “Mowra” wood, which grows abundantly 
in tbe forests oMndia, and from Indian potato. 

4. WATERPOWER: The situation in India 
in regard to the supply of coal, wood-fuel, and oil 
for purposes of generating power is, as seen above, 
not quite favourable. However, there are fair 
prospects for the development of water power supply. 
In the north are the perennial rivers, which ensure 
a constant water supply, evenly distributed through- 
out the Indo-G-angetic Plain. In the south, mon- 
soons are fairly strong, and, therefore, if storage 
works could be established, the problem of water 
power could easily be solved. Power is one of 
the essential conditions of successful industrial, 
development, and in this matter at least the 
potentialities of India are great. Water-power is also 
the cheapest power — it costs 75% less than coal 
fuel or oil; the transmission of power through 
insulating wires is easy, and the tail-water can be 
used for irrigation. 

Great strides in this direction have already been 
taken and we have the following great schemes in 
the country : — 

(?) Tata Hydro-electric Works at Lonavla : This 
is the greatest scheme of its kind in India and 
possibly in the world, and is yet constantly under- 
going expansion. 

On the Western Ghats the rainfall is very heavy 
(more than 600 inches a year) and artificial lakes 
have been constructed to store some of its water. 
This is at a height of about 2U00feet above sea-level. 
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The nower-house is situated at the foot of the hills, 
1725 feet below the lakes in which water is stored 
In falling from this height water develops a pressure 
( of 760lhs per sq inch ) and with this force dnve3 
the turbines or water-wheels The turbines turn 
dynamos, which produce electric power, and this 
power ( or current ) is utilised to drive the cotton 
mills in Bombay, to work the Bombay Electric 
Supply and I ram way Company, and the Harbour 
Branch and Bombay Kalyan sections of the G 1 P 
Railway The water after doing this work is also 
used to irrigate the fruit and the vegetable gardens, 
of the district (Current from Niagra Falls goes 460 
miles to New York and drives mills and factories 
there ) , 

This scheme has been greatly extended by the 
addition of the Andhia Valley Project, the Nilla 
Mulla Soheme, and the Konya Valley Project It 
has already a capacity to produce more than 250,000 
horse power of energy 

{it) The Ganges Canal Hydro-electric Project 
in the UP It is the co ordination of three 
schemes at different places— Surnera (Allgarb), Bbola 
and Bahadrabad (Meerut), and Palra (Bulaudshahar), 
worked by the grid system (i e , these three stations 
are so connected that if any one of the falls is closed 
for any reason there cannot be any interruption in 
the production of electnoity which will continue to 
be supplied from the remaining stations) The 
mam artery is the Ganges Canal with its pov^r 
station at Bahadrabad The stretch of the country 
covered by the scheme lies between Rurki and 
Saharanpur m the north, Agra and Muttra in th 0 
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■ south, Meerut and Muzaffar Nagar in the west, 
and Moradabad in the east. The scheme irrigates 
a large area of land, chiefly in the Moradabad 
District. Jt has very much encouraged the cons- 
truction of tube-wells in the Province, and electrifies 
towns like Khurja and Meerut, Moradabad, Aligarh, 
Bulandshabar, etc., etc. 

(in) The Munch Scheme in the Punjab : This 
is the most important scheme in the Punjab. The 
scheme is in three stages, and at present only one 
stage has been completed at a cost of 6 or 7 crores. 
The Mundi Scheme proposes to supply energy to all 

the big factories of Northern India upto the Delhi 
Province. 

(iv) Other important schemes are the Cauvery 
River Scheme in Mysore State, Pykara Project in 
Madras and the works in Kashmir. 

Note : The development of hydro-electric works 
in India is expected to go a long way towards the 
development of cottage industries where-in lies the 
future prosperity of the nation. Electricity, specially 
electricity generated by hydro-electric process, is 
cheaper than any other source of power, and there- 
fore, it may be used by the people in the villages for 
running small power-looms, for crushing cane or 
pressing oilseeds, for manufacturing sugar by the 
indigenous method and for running flour mills, etc., 
etc. At the same time, it will be helpful for agricul- 
ture, because it will extend irrigation facilities with 
the H help of tube wells, and will enable the use of 
better ploughs and other implements which may be 
worked by means of electricity — e. g., for sowing, 
for reaping, for thrashing, for working tractors, etc., 
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etc and, above all, large industries will reap rich 
benefits from the development of water-power The 
cost of production will b considerably lowered and 
our industries shall be able to compete with the 
industries of other countries 

As things are India has next to Canada and the 
U S A , the finest resources of water power in the 
whole world — something like Q7 million horse power 
as against Canada a 43 million horse power and the 
United State’s 35 million horse power Xet we have 
till today very few factories almost all our trains 
are run by steam electric light is not known out 
Bide the big towns and even in towns only a few 
people use telephones and radio sets And, whereas 
in Norway waterpower provides 700 bars' 1 power of 
electricity for every 1000 people, in Canada it gives 
GOO horse power, iu Switzerland 500 horse power, in 
the USA 100 horse power, in India it provides 
only 1 horse power for every 1000 people 
Agricultural Products — 

India grows almost every important crop of 
the world It is the sole producer of world’s jut&i 
it has the world’s largest rice acreage, it is next 
only to U S A in wheat, barley, and cotton, it 
produces nearly one-quarter of the world’s can® 
sugar and seeamum, in hnseed it yields only to 
Argentina, it produces more rape-seed than the rest 
of the world put together, and, except for China, 
it is the largest tea producer in the world In 
addition, it produces • maize, gram, pvar, bajra 
and a variety of peas and pulses among food crops, 
mangoes, apples, bananas, oranges, plums, peaches, 
grapes, guavas, pears, pomegranates, eto , among 
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fruits; potatoes, turnips, tomatoes, onions, cabbages, 
cauliflowers, brinjals, carrots, etc., among vegetables, 
pepper, chillies, ginger, cardamom, and cloves 
among spices; besides coflee, indigo, tobacco, rubber, 
and opium. 

• Yet, it cannot be said that conditions are 
satisfactory. Firstly , these are not quite enough 
to meet the food requirements of the large population 
of this country; and, though, we are short of food, 
we are growing non-food crops, like cotton, jute, 
and linseed for export. Besides, about one-third 
of our cultivable land is lying waste. Secondly, 
the average produce per acre in this country 
compares very unfavourably with that of other 
countries; e. g., the average yield per acre of grain in 
the United Kingdom is thrice that in our country — 
an acre of land in England produces 2000 lbs. of 
grain in a year, in India it gives only 690H)s. The 
average produce of sugarcane per acre in Java is 
40 tons while it is only 10 tons in India. And 
only 98lbs of cotton are grown in one acre in India, 
while U. S. grows 2001bs and Egypt 450Ris v in 
one acre. 

Thirdly, our raw materials are exported to other 
countries for the benefit of industries there, while, 
in many caseB, finished commodities are imported 
into our own country, e. g., oilseeds, tobacco and 
rubber, are exported, white oil, cigarettes and rubber- 
goods are imported. 

Let us now have an account of the principal 
crops of India : ' 

RICE : Rice is essentially a crop of the damp 
tropical climate. It is the staple crop in all areas 
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of heavy and assured rainfall The provinces which 
grow rice m large quantities are Bengal, Barmi, 
Bihar and Orissa, the United Provinces, Madras, the 
Central Provinces, Assam, aod Bombay. More than 
half of the total produce is raised m Bengal There 
are many varieties of paddy ( unhusked Bice), and 
the peasants know the conditions of the soil 
cultivation, climate, and water supply most suitable 
for each of the several local vaueties. These vary 
from very fine to very coarse, with numerous inter 
mediate varieties. In Madras, on lands irrigated by 
canals, three crops are raiBed m one yeaT In 
Bengal there are mainly two harvests In other 
parts of India there is only one crop which is llianf 
The best soil for rice is one of clay of fair depth, 
that is, soil through which water freely percolates 
Burma grows rice mainly for export, while other 
provinces grow mainly for local consumption 

W HEAT Wheat is essentially a crop of the 
warmer and drier parts of tho temperate zone The 
limits of its growth are wide, and its varieties are 
adapted to neatly all climates In India it is alwaya 
grown in winter, that is it is a iab% crops. The 
best graius are long, elliptical, and fairly Wvy, 
Almost all parts of India grow wheat, but Northern 
India, Central India, and Bombay grow it in larger 
quantities Tho best qualities of wheat are grown 
in the Punjab, Sind, and Central India 

MILLETS Millet are of two types, small and 
big The latter, e g , jowar, bajra, is more important 
It is grown in Bombay, Madras, the Punjab, the 
United Provinces and Central Provinces. The 
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number of varieties of jowar is large. Some grow 
best as Kharif crops, It is used as a food grain in 
some parts and as fodder over a large part of India. 
It is a staple Kharif crop on black cotton soils 
where it is grojvn in rotation with cotton, 

PULSES. The type is represented by gram. 
It is grown in the United Provinces (which produces 
half the total), the Punjab, Bengal, Bombay and the 
Central Provinces. The area actually sown varies 
with the character of the late rains. It is always a 
rabi crop and grows extensively on black soil. It is a 
leguminous crop, and therefore valuable for rotation, 
restoring nitrogen and vegetable humus to the soil. 
Gram and other pulses are largely consumed in all 
parts of India. 

i 

OILSEEDS : Oil seeds are grown in Bengal, 
Bombay, the Central Provinces, and Madras. Blse^ 
where they are grown as a mixed crop. An impor- 
tant crop is linseed, out of which oil is made, and 
the cakes are used as fodder or manure. It is a rabi 
crop. Sesamum is both a rabi and, a kharif crop. 
Other oil-seeds are mainly rape seed, castor, ground- 
nuts, poppy, seeds, and cocoa-nut-seeds. 

SUGAR CANE : Sugar cane is an essentially 
tropical orop. A very large number of varieties are 
grown in India. These may be broadly divided 
into two, viz. (1) thick, juicy, and soft kinds ordi- 
narily requiring liberal cultivation and irrigation 
and (2) thin, less juicy kinds which require less 
liberal cultivation and irrigation. Sugar-cane is 
grown mainly in the United Provinces, Bengal, 
and the Punjab. It is called a twelve months’ crop, 
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although it stands on the land for ten or eleven 
months. The planting season is February and 
March. At one time India used to export sugar, 
Now india does not do so, but imports considerable 
quantities. Yet even now India is the largest 
producer of sugar in the world. 

COTTON : It is chiefly grown in tropical 
countries. Indian Cotton iB short staple, although 
successful experiments have been made in the canal 
zones of Sind and the Punjab to grow long staple 
cotton. The quality of Indian cotton is low. This 
is due to the mixing up of seeds and fibres. The 
chief producers are Bombay, Berar Madras, the 
Central Provinces, the United Provinces, the Punjab 
and Central India. The black cotton boiI which 
consists of deep, dense clay is most suitable for 
growing cotton. One-fourth of India’s exports 
consist of cotton, the greater part » of which goes 
to Japan. 

JUTE : It is grown in Bengal, Assam and 
Bihar and Orissa. The soil must be inundated 
when the plants are growing. Lately there has been 
degeneration m the jute fibre, but this is due to 
mal-practices of the trade. It is extensively need 
in Indian mills, and its export, both raw and part* 
manufactured, is also large. 

TOBACCO : It is grown in almost all parts el 
ndia, about half of the recorded area being in 
engal. Other important provinces are, Madras, 
Bombay, Burma, the Punjab, the United Provinces, 
an Central India. Tobacco grows best on alluvia! 
sot a. iwo varieties, black and yellow, are 
grown in India. 
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OPIU^M. At one time cultivation of poppy was 
very wide in Bekar, the United Provinces and many 
Indian States, e. g., Indore, Gwalior, Bhopal, 
Udaipur, etc. Owing to the stoppage of opium 
export- to China by treaty, poppy cultivation has 
fallen off considerably. 

TEA. The first tea plant in India was discovered 
in Assam in 1821. Prom the middle of the last 
century its cultivation has steadily grown. Indian 
tea has displaced Chinese tea in the English market. 
Its great rival is Ceylon tea. Tea is cultivated on 
the bill slopes of the Himalayas and Nilgiri hills, as 
it requires heavy rainfall, but the water must not 
stand on the land. 

COFFEE. Coffee is grown - mainly in Mysore, 
Coorg, Travaticore, and some parts of Madras. It 
requires heavy rainfall and sloping lands, in this 
reBpect its requirements being those of tea. 

CINCHONA. It is a recent product. It grows 
in Darjilling and Nilgiri hills. It is principally a 
crop of cool climate. It grows on slopes and at 
afair height with plentiful rainfall. Quinine is 
produced from Cinchona. 

INDIGO. India has been producing indigo 
from very early times. At first it was widely grown 
in Bengal. After severe disputes between the European 
planters apd the people, leading to Rent Act of/1859, 
the industry migrated to Behar and the United 
Provinces, It is also grown in Madras and in the 
Punjab. As a result of the discovery of synthetic 
dyes, especially in Germany, the industry is declining. 
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VEGETABLES. Vegetables of many varieties 
are produced in almost all parts of India, and these 
occupy in the aggregate a substantial portion ol the 
soil. 

FRUITS. Similarly a great variety of fruits 
are also cultivated, the type varying -with the 
variation of climatic conditions. From the economic 
point of view the most important is the mango, next 
comes mahua % Both are used as food, the latter 



India possesses a large variety of animal hf 6 
* also. The cows and sbe-buffaloes are ' used for 
supplying milk and dairy products. Goats and 
sheep supply us with milk, mutton and wool, and 
v contribute manure used by the Indian farmer. 
Bullocks are used in agriculture. Horses are used 
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for transport. Camels are also used for transport. 
Then animals are used for the supply of meat in 
many parts of India. 

India’s cattle supply is higher than that of many 
other countries — about 67 per 100 acres. But a 
large proportion of the cattle are miserably weak and 
decrepit, and are therefore not o'f much use for 
breeding or for work. Though India possesses some 
best breeds of cattle, too, (e. g. Hariana and Sahiwal 
of the Punjab, the Thar Parkar and Sindhi of Sindh, 
etc.), there has occured a deterioration in the quality 
of the cattle; and breed of cattle needs to be 
improved very much. 

This survey of our natural resources shows that 
nature has been very kind to us. "We posses vast 
natural resources. But we have not succeeded in 
exploiting them to our best advantage. That is why 
we find poverty in the midst of plenty. What is 
' needed is the proper conservation, development and 
use of our natural resources. 


QUESTIONS. 

1. State what is meant by the term ‘land’ in Economics. 
To make your meaning clear, give examples. 

2. In what respects is land fundamentally different from 
other factors of production ? 

3. Estimate the importance of land as a factor of production. 
Ib land the same thing as free gifts of nature ? 

4. What is meant by the natural resources of a country ? 
Briefly describe the natural resources of India. 

5. “The natural resources of India are very great. What is 
chiefly required is their proper conservation, development, and 
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use ” Explain the statement particularly with reference to 
water power, forests, aod minerals. 

6. Mention the power resources of India and state to utat 
extent they are being utilise^ Present. How can India's 
power, hi increased and distributed more cheaply ? 

7. What is the present position with regard to the supply of 
industrial fuels in India ? What power resources promise good 
prospects of development in the country ? 

8. To what extent is India fitted by Nature for indmlria 
ligation ? 

Prom this point of view briefly describe India’s natural 
resources 

9. Describe the characteristic noils and climatic conditions 
of the Uf P. How do these affect the economy of the Province ? 

10. Consider the importance of forests in the economy of a 
country. Give an idea of the forest resources of India. 

11. Give an account of the principal mineral products ol 
India Explain their importance, and indicate the regions! 
distribution of each of them. 

12. Draw a map of India showing the distribution of principal 
crops, minerals and modern industries. 



CHAPTER 12 

LABOUR 


What is Labour ? 

Labour is also one of the factors of production. 
In this we consider all efforts of human beings, of 
body or of mind, which man has to undergo. in the 
production of wealth. 

‘Labour, in Economics } means any exertion of 
mind or of body undergone partly or wholly with 

a view to some good other than the pleasure de- 
rived directly from the work.” Jevons. 

In other words, 

“Labour connotes all human effort, of body or 
of mind, which is undertaken in the expectation 
of reward,” Thomas. 

Explanatory Notes: ( 1 ) Only human exertion 
is labour. Work done by animals is not classed as 
labour in Economics. 

(2) Labour may be manual or physical, or it may 
be mental or intellectual, or a combination of both 
kinds. Labourers of the first type — smiths, carpen- 
ters, farmers, factory labourers. Labourers of the 
second type-— lawyers, teachers, clerks, statesmen, 
managers, writers, agents. It may, however, be re- 
membered that there is hardly any work which requires 
the use of physical force only or which requires the 
use of mind only for its performance. All wdrk 
requires both mental and physical exertion — in 
gome the former is greater, in some the latter. 
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Even the coolie who is a physical labourer uaes 
his mind when be takes luggage from the carriage 
to the railway compartment. (Why does he keep 
it in the compartment ? L * Why does he not throw it 
on the lines ? Why does he not keep it in the lava- 
tory ? ) Amd the teacher who ie a mental labourer, 
sometimes has to do physical labour, say, be carries 
registers, or carries copy-books home. 

(3) Labour may result in the creation of a com- 
modity such as shoe or needle, or it may involve 
simply the rendering of a service by one person to 
another with a view to some reward, e.g., the 
labour of a domestic servaub. 

(4) If labour is uudertakeu for the pleasure of 
the work itself, it is not labour in Economics, e.g., 4 
musician singing for pleasure, ora man climbing a 
mountain for pleasure, or a student playing cricket 
or tennis. But if it is undertaken in the expecta- 
tion of some reward, measurable in terms of money, 
it is labour, e.g , a musician who sings for reward, 
a guide who chmbs for reward, or a professional 
player who palys for reward. Similarly, the activi- 
ties of congress workers in the election contests, 
and the activities of sadhus and sanyasis are not 
economio labour though they may be very laudable, 
because they are undertaken without any expectation 
of monetary gain* 

(5) The labour of gamblers, thieves and rob ben 
is not considered as labour, these activities being 
unlawful and unproductive. 

Productive and Unproductive labour i — 

Early French economists believed that the labour 
, of agriculturists alone was productive. Later on 
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Adam Smith extended the scope of the term so as 
to include in it all the labour which is devoted to 
the production of material objects, though the 
labour of musicians, teachers, lawyers, etc., was still 
iVMMw&v". s\d active. Bat cnodeta economists 

inculde even the latter H productive labour. 

Production today means the creation of utilities 
and not of material things; for man cannot really 
produce new matter. He only creates utilities, and 
it is the crpation of utility which determines whether 
tae labour of a particular person is productive. 
This utility may be in the form of services, too; 
a* 1 there is no reason why the services of merch- 
.-us, lawyers, doctors, etc,, should not be regarded 
as productive. Even the producers of intoxicating 
liquors are to be regarded as productive, however 
harmful these inay be; for they satisfy a real want 
and get a money value in exchange. The persons 
to be regarded as unproductive are the -paupers, 
ilfrfevHs; swfmffers, etc., decause ddey do notf create 

any utility. They simply try to take things away 
from others. 

We also consider that labour as unproductive 
which has failed in the attempt to which it was 
directed, e. g., if 10 men are employed to dig a well 
but the project is given up when it is half done, 
because there ai-e no chances of water-supply there, 
the labour of these 10 meu would be considered 
as unproductive. Similarly, if a ship ware con- 
structed and it wap found that ib-could not be made 
to float, the labour expended upon the construction 
would be unproductive; again every research scholar 
does not succeed in inventing new methods or bew 
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machinery, and such wasted labour would be 
unproductive, too But this is a conclusion 
wfiioli can bp drawn only after the event, ana, 
according to modern economists even this labour n 
productive, and there is nothing like unproductive 
labour A labourer may not ultimately succeed in 
producing what he wants, but so long as he sticks 
to bis work he gets utilities He hopes to 
succeed and this hope sustains him in his work, 
when he gives up the hope be ceases to work 
Again, says Benham : “From the Btand point ol the 
individual bis work is productive if it procures him 
an income, lbe question whether a particular 
kind of work is productive from the standpoint of 
the community is really a queBtiou for social pbilo 
sophere—not economists.” 

Skilled and unskilled labour. 

Skilled labour is that exertion of body or mind 
whtcb a man cannot undertake unless be has some 
previous training of the occupation, eg, the work 
of a dentist or a weaver. 

Unskilled labour is that which does not require 
any previous training aod to whioh an average 
man would adapt himself at a moment^ notice, e g , 
labourers digging earth or felling trees or weeding 
agricultural fields 

The idea of skilled and unskilled labour is rela 
tive to tune and place, e g , id India, the labour of 
a man who bas to look after an engine, (railway, 
or ginning factory ) is considered skilled while the 
same in England, Germany, or Japan is considered 
as unskilled Even by people living in Bombay, 
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Calcutta, or Tatanagar it may be looked upon as 
unskilled. Then, before printing was known, copy- 
ist’s labour was looked upon as skilled, but now it is 
classed as unskilled ( mechauioal or routine work ). 

Note • Sometimes mental labour is spoken of as 
skilled labouy, and physical labour as unskilled. 
But this distinction is misleading. 

What determines the labour force of a country: — ■ 

The two main determining factors} of a nation’s 
labour force are : — 

( 1 ) Quantity or number. 

(2) Quality or efficiency. 

The number of labourers depends on the density, 
distribution'and growth of population in a, country. 
Efficiency depends upon the health and strength 
of the population, the character, organisation, acqui- 
red skill or technical training, education, social 
customs, habits and institutions of people. Let us 
consider these in detail below. 

(a) SIZE AND GROWTH OF POPULATION.— 

The size of the population at any given time 
mostly depends upon the birth-rate ( i. e., the number 
of children born annually among a fixed number of 
people— usually ‘the number of births per thousaud 
per annum ) and the death rate ( i. e., the number 
of deaths per thousand of population per annum). 
The larger the survival rate ( i. e., the difference 
between birth rate and death rate. ) in a country 
the more will its population grow. In the case of 
India we find that both the birth rate and the death 
rate are the highest in the world, and the population 
is also very large. And while there has been a 



definite downward tendency in western counities in 
both the birth mto and the death rate, a high birth 
and high death rate have persisted here. 

Blrth*Rate in India '1 he average birth rate in 
India is about 35 per 1000 of population It u 
about the highest rate in the world. The ■main 
causes of such a high birth rate are the following: 
(i) The hot ehraate of the country leads tb early 
puberty — boys and girls reach the age of matu- 
rity very early, while in cold countries they reach 
the age of maturity Inter. The result naturally is a 
higher birthrate, (h) 'J he influence of religion, 
cnstomB and tradtious is very great in this couutry— 
for instance, among Hindus, it is a custom that 
the girl should be married before shorn 16, and 
early marriages arc very common Another belief 
is that every Hindu must have a son, and that as 
early as possible And even beggars marry in Indi 
AH these things lead to a high birth-rate, though it 
ia accompanied by a high death rate, too. In fact, 
marital relations aie not understood by the people 
( in) The poverty of the population is also a contri- 
butory factor. Tt is generally found that the popu- 
lation tends to increase at a faster rate among the 
poor than among the rich. ''lore children are bom 
in the poor class than among the rich. Poverty 
makes men reckless. People have no standard of 
living, and they do not love their material welfare 
so much as to refuse to set up a new family which 
will mean a lowering of their standard of living. 

Death-Rate in India The average death rate 
in India is perhaps the highest in the world. 
24 persons in every 1000 die every year in Inch*. 
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The causes that are responsible for this high death 
rate are' the following : ( i ) Children born of 

immature and weak parents must naturally be weak. 
Early marriage is responsible for a large number of 
deaths among infants and iadies. ( ii ) People have 
no knowledge of the simple laws of health, hygiene, 
and sanitation. They are superstitious, (in) There 
is a' lack of dispensaries and hospitals, of medical 
'help and preventive health measuves, of good 
mid-wives and nurses. ( iv ) People are poor and 
cannot take sufficient care of the children in the 
shape of feeding, nursing, etc., etc. ( v ) The hous- 
ing conditions are very bad, particularly in indus- 
trial centres. ( vi ) Epidemics are very common. 
A large number of people die of cholera and small- 
pox, of malaria and tuberculosis. ( vii ) Purdah 
system is common, and there is the habit of drugging 
the children with opium while mothers are at work, 
etc., etc. 

Two outstanding features of the death rate in 
India are the high infant and female mortality. 
The rate of infant mortality is the highest in the 
world— -170 per thousand births as against 60 in 
England, 64 in United States of America, 41 in 
Australia, and 35 in New Zealand About one fourth 
of the babies die before they are one year old, and 
nearly 45 per cent die before reaching the age of 
five. Similarly, the death rate among women is 
very high— 100 women out of every 1000 die every 
year, whereas the female mortality in - England is 
only 4 per 1000. 

The result of such high death rates is that the 
average expectation of life is alarmingly low, being 
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27 as against 56 in England. Ibis means that 
an Indian can expect to live on everage only upto 
the age of 27, whereas an English raau expects to 
ll've upto the age of 50 and a New Zealander upto 
the ago of 65 

The remedy for this state of affairs, of coarse 
lies in better education, higher standard of life 
smaller population, knowledge of the rules of hygiene 
and sanitation, establishment of maternity homes 
and child welfare centres, and an all-out effort to ic 
crease the production of the couutry and the average 
income of the people The State can also help by 
the provision of better housing conditions better 
sanitation in towns and villages, more hospitals and 
dispensaries, aud more widespread education 
Sarda Marriage Act is also a step in the right 
direction 

VII AL STAT1S lICS ’ — By vital statistics we 
mean the statement of figures relating to birtbs and 
deaths in a country, in other wordB, a record of 
birth rates, death rates average age, number of 
deaths resulting from different diseases etc , etc 

Here vs a record of some birth rates and 


death rates : — 

Country Birth rate Death rate 
India 36 24 

Japan 32 

England 16 J2 

USA 17 11 


[ And one thing more to be noted is that while 
the average birth rate in other countries has declined 
from decade to decade, e g m England from 32 in 
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1881-91 to 15’5 in 1931-36, it has remained more 
or less the same in India.] 

Another thing that affects the growth of popu- 
lation in a. country is its relation to means of subsis- 
tence or food; and in this connection the theory of 
population by Malthas is a contribution to Eco- 
nomics. We shall discuss it in details below 

Theory of population by Malthus : — 

Malthas , a famous English economist showed 
towards the end of the- eighteenth century that the 
population of a country has a tendency to grow 
: much faster than food supply. Food increases in 
; the Arithmetical Progression — 1, 2, 3, 4, 5, 6, 7, 8. 

9, 10 * while population 

tends to increase in Geometrical Progression J, 2, 

4, 8, 16, 32, 64, 128, 256, 682 

and the population of a country, he said, has a 
tendency to double itself in about 25 years, if it is 
allowed to grow unchecked. 

This tendency towards over-population may be 
checked either by (1) Positive checks such as war, 
famine, disease, or by (2) Preventive checks that is 
moral restraint, late marriage, celibacy (not marrying 
at all ). Malthus said that if the people of a country 
do not voluntarily check their number ( i.e., use 
preventive checks ), nature will cut them down by 
war, disease, famine ( natural or positive checks ). 

[ Preventive checks are better than positive 
checks and in rich and progressive countries like 
Great Britain, France, etc., these have been used. 
In poor countries like India and China preventive 
checks are conspicuous by their absence and 
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therefore population is kept in ebook by severe 
action of positive obecks ]. 

Note: The Neo-maltbusians reject tho preven- 
tive checks, and recommend marriage with BirM 
control. T r z tshally however, say b tLat “people should 
marry moderately early provided there iB sufficient 
Belf-eontrol to keep the family within proper limits 
without violating moral laws.*' 

Criticism of the Theory : — 

{ i ) It is not true that population always iocrea 
se^ in geometrical progression while food supply 
increases in arithmetical progression. The latter 
no doubt is subject to the law of diminishing returns, 
but the theory does not give sufficient attention to 
the possibilities of increased production by impro- 
ved methods of agriouiture and industrialisation, 
For example, in the West, production increased much 
faster than population during the period of indus* 
trial revolution aud after, when many inventions 
were made, improved methods of production were 
introduced, markets were widened owing to facilities 
of transport aud communication, etc., etc.; and Wal- 
thus’s forebodings proved to be false. Besides, the 
growth of civilisation, the spread of knowledge of 
birth control, the spread of female education, eto, 
have the effect of raising the standard of living of 
the people, and when this comes about, people are 
not likely to marry, unless they 'are in a position to 
support themselves, their wive 5 , and their future 
children, according to their general standard of 
living in society. “Whether a baby or a car f, 
this is the problem for the young couple, and often 
car wins. 
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(ii) Every increase of population is not bad 
and menacing to society ‘The problem of popula* 
tion is not one of mere size but of efficient pro- 
duction and equitable distribution.’ Seligman , In 
other words, it is a problem not of numbers alone, 
but of wealth also and its proper distribution 
among the people; and a country cannot, be said 
to be over populated unless and until the standard 
of living of the people in that country, i. e., their 
material well-being, begins to decline and fall. A 
larger number does not matter at all, if side by side 
there is increase in production and justice in distri- 
bution. Gannan points out that every person born 
into the world comes not only with a mouth and a 
Btomach, but also with a pair of hands — an increase 
in population means also an increase in the supply of 
labour, which may make it possible to secure an 
increasing return in agriculture and industry. And 
if this iB accompanied by an equitable distribution 
of wealth in the country, increase of population 
may not prove to be altogether bad. 

(in) The positive checks to population are 
preceded by biological and psychological checks. 
With an increase in population the birth-rate dec- 
lines. Besides, increased population intensifies 
competition and hence the opportunities of a sexual 
life are reduced. Congested housing conditions also 
mean a loss of privacy and less opportunities of a 
sexual life; and thus decline in natality, rather than 
increase in mortality due to positive checks, 
which Matfhus feared, may keep the population in 
equilibrium density. 
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The modern view on the theory of population 
is that the population of a country should be rega 
lated with reference to a country’s resources It 
muBfc neither be too large nor too small, it mu3t be 
of the ‘optimum’ size. (Caiman). [ The ‘optimum’ 
point of population is one below or beyond which 
any deorease or increase of population would be 
injurious to the interests of the country as a whole 
It is the point of maximum return It is that popu 
lation which provides the greatest real income o! 
commodities and services per boad ] An increase 
or decrease in the size of the population above or 
below this point will diminish the real income oi 
the commumty For example, in the oountneiof 
Europe and America, though the density of popu 
lation per square mile has increased manifold and 
much more than that of India, still they have 
maintained their high standard of living, because 
of then increased national wealth or income per 
capita Hence they cannot be said to be overpopu 
lated But in India though the density per square 
mile is muob less than that of Europe or America 
still the amount of national wealth or income per 
capita is so small that the standard of living in 
India is much tower than in those countries, and 
India is said to be over populated 

[ In other words, if the population is not large 
enough to utilise all the natural resources of tb® 
country and hence does not get the maximum 
return, then it requires an increase, and the country 
is said to be underpopulated, while if the pop 11 ' 
lation increases without proportionate increase i® 
wealth, the country is said to be over populated 
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and a decrease in .population or an increase in 
wealth is called for. ] 

The optimum population is, of course, changing 
from place to place and from time to time. For 

example, in U. S. A., Australia and Canada, labour 
is scarce yet, and population is below the optimum 
point, while in India there are signs of over-popula- 
tion — high birth-rate and death-rate, low average of 
age and low income per head — and population is 
said to be above the optimum point. And what is 
optimum for a country today may not be optimum 
tomorrow. With the growth of knowledge, with 
the progress of scientific inventions, the optimum 
size changes. 

Case of India. The population here, judging 
from any test whatsoever, is increasing at an 
alarming rate, with the result that there is misery 
and starvation all round, the birth-rates and death- 
rates are exceedingly high, the expectation of life 
is very low-~-on)y 25 years, as compared with 54 in 
Gtr^at Britain, and the income per head of popul- 
ation is perhaps lower than in any other important 
country of the world. 

But from this it cannot necessarily be concluded 
that a check to the growth of population alone can 
abolish or mitigate poverty or do away with the 
evil of over-population. Poverty is very often the 
result of inefficient production and a bad organi- 
sation of the labour population, and in such cases 
the remedy is to be sough,t in other directions. 
For example, India may be over-populated. But 
considering the economic potentialities of India, 



( 164 ) 

one may hope that the future is not all darkness, 
Besides, as we have seen above, it is not only 
a question of mere productive efficiency but o! 
equitable distribution of the existing and potential 
resources, i. c., of a better division of wealth among 
the people. The following remedies are suggested:— 

( i ) Education— *the greater tbe education, tbs 
more will people feel their responsibility, and tbe 
more will they try to keep up their standard 
of living. 

(it) Agricultural and industrial development of 
the country, which will help in increasing tbe total 
ma\Vn tA Vne ctmnVry and Vdub T&mDg ttte taiw&fc 
of its people. 

(«t) Better distribution of wealth. At present 
tbe few have a great deal, the many very little, and 
there is great inequality of wealth. 

(u>) Scientific birth*coutroI. 

(v) Direct progressive taxation, graduated 
according to the number of children produced. 

(vi) Marriage licence — No person should be 
allowed to marry except under a licence obtained 
from the Government, the licence to be granted to 
those who are physically fit and are earning enough 
to Bupport a family of an average size in future, 
and in no case to persons below 21 ip the case of 
males and 18 in tho case of females, etc., etc. in 
the United States, in the State of Nebraska, marriage 
is forbidden to any one suffering from a venereal 
disease, and Oonnectient forbids tbe marriage of 
epileptic and feeble-minded persons, Montana 
provides for the compulsory sterilization of idiots, 
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.epileptics, and feeble-minded *nd insane persons. 
! India should forbid the marriage of all who are 
'poor and cannot keep up a standard of living. 

Density and distribution of population in India.— 

By density of population is meaut the number 
of people inhabiting the country per square mile of 
area.> It is great, if the average number of inhabi- 
tants Jiving per square mile is large; it is small, 
if the average number of inhabitants living per 
square, mile is small. The map „ given below shows 



the density of population in the various parts of 
India, India is not evenly populated. Population 
is densest in the U. P. and Bengal, and thinnest 
in such regions as are- mountainous, overgrown 
with jungles or covered with deserts. Bor example, 
the density of population in Bengal is 700, in the 
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United Provinces 600, m Assam 160, and in Raj 
putana and Sindh about 95 

Here is a table showing the densities of populatioa 
in some important countries of the world*— 
Belgium 700 

England and Wales 700 
Japan 250 

U. S. A. 45 

India 260 

And the following table gives the cmiparative 
density m the diSerent parts of India 


Delhi 

1763 

Bengal 

727 

Bihar 

624 

U. P. 

490 

Madras 

397 

Bombay 

270 

Punjab 

270 

Burma 

267 

Sindh 

97 

Baluchistan 

9 


Causes of Variations in Density: — yt. 

The following aro the causes of the variations in 
density . — 

India is an agricultural country and, there fore 
the density of population depends upon (i) tht 
fertility of soil , climate and rainfall more than upon 
anything elae The population ia thickest where 
the soil is more fertile and the rainfall is sufficient 
The well-watered areas of the Indo Gangetio plan 1 
and the coaBt strips are the most thickly populated 
parts of India, while the dry areas of Baluchistan 
and Ka^putana desert are scarcely populated Of 
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course, climate also plays a part, e. g., the Brahma- 
putra valley is thinly populated in spite of heavy 
rainfall because it contains mountains and jungles 
and its climate is unhealthy. 

( ii ) The agricultural loater supply , either natural 
or artificial is another determining factor, in the 
distribution of population. 'Areas' in which the 
rainfall is more or less than is desired are thinly 
populated, while areas which have optimum condi- 
tions are thickly populated. Similarly, irrigation 
has influence on the density of population^ Canals 
can turn arid lands like Sindh and the Punjab into 
fertile soil, and the Canal Colonies of the Punjab, 
furnish an example of bow the density of population 
can increase. 

(in) Facilities of transport . If cheap and 
rapid means of communication are available, 
population - tends, to move there; whereas places 
which have no railway stations, etc., are gene- 
rally thinly populated. 

(iv) Industrial Development. Develoment of 
manufacturing industries brings about a concentra- 
tion of population as nothing else does. Calcutta, 
Bombay, Cawnpore, Jamshedpur and Ahamadabad 
have grown populous in this way. The same is the 
result when trade and commerce develop in any 
part of the country. Working of coal mines and 
the tea plantations in Assam have had a similar 
effect, too. 

( v ) Historical Causes. Many places have grown 
populous because they were centres of culture and 
civilization once. Delhi, Lucknow, Benares, Agra, 
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Allahabad, Patna, eto , grew like that (Manyol 
these are now declining m prosperity) 

( vi ) Peace and settled Government are also 
essential conditions for the growth of population 
Where there is no seounty of life * and properly 
population is generally thm. 

( vu ) Finally, the diversities in the density of 
population are also to some extent due to the stay 
at home habits of the people and the other difficulties 
m the way of free migration from one part to 
another 

Note — A high density of population does not 
necessarily mean that the country is over-populated, 
or that the standard of living of the people is low 
This will depend upon the natural resources and 
the skill and the economic stage of the people For 
example, in agriculture, each worker requires a 
much larger area of land to sustain him, and keep 
up a high standard of living, and consequently a 
high density depending mainly on agriculture as in 
Bengal and the United Provinces does mean pre 
ssure and low standard of living. But equal or 
even greater density in England and Belgium is 
supported at a fairly high standard of life, due to 
the development of mining and manufactures, in 
which a comparatively larger quantity of wealth and 
of higher value can be produced in a given area 
Distribution of population in town and country — 
The population of India u mainly rural, 89$ 
living m villages and 11% m towns, while in England 
89% live in towns and in U S A. 52%, in Francs 
60% and m Germany 46% 
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RURAL 90 PERCENT 



rural And urban population p 


Vocational Distribution of Population. — 

Occupations of the people : India ,is essentially 
an agricultural country, and agriculture supports 
67% of the total population while industries support 
: only about 10%. Trade engages 5'4% o’f the pdp’u- 
, lation, transport 1*5%, 


Thus the percentage of 
people engaged in agriculture 
is very high, while fch^e per- 
centage of people engaged in 
mining and industry, and, 
trade and transport, is very 
low. In Great Britain, 
agriculture supports f pnly 
ll'6/o, in Germany 28*6%, 
it U. S A. 26*3%, and in 
France 40'7%; while mining 
and industry, and, trade and 
transport, support 70% in 
Great Britain, 56% in Ger; 
many, 51% in U. S. A. and 
46% in France. 

Evidently, India is indu- 
strially very backward. It' 
is “under-industrial" and 
“over-agricultural" and nee- 
3 b industrialisation. 


DISTRIBUTION OB' POPULATION BY 033UPAPI0N3 


PUBLIC FORCE ’S% 

t f „ m ** l** « / -a iJJQf 

PUBLIC ADMINISTRATION p/<» 
PROFESSIONS AND L1BERALARTS 
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l 

Agriculture. 

**% fr* «. 


INDUSTRY,., AND MINERAL 

ygy, , 


! TRADE AND TRANSPORT 

I . 5-4%' rs%r* 



misceluaneous 

13 '3 % - 



(b) EFFICIENCY OF LABOUR 

The question of the efficiency of lftbpUr resolves 
itself into two parts: (tr) Whit factors* contribute 
to the personal efficiency of labour ? (fe) How does 
the employer contribute to the efficiency of labour? 

I The factois lolnch contribute i to the personal 
efficiency of labourers — 

Personal efficiency of labour depends upon two 
things* (z) the power or fitness to work and 
( it ) the will to work 

A Power or Fitness[to work This is of four 
kinds : f 

(a) Physical Fitness * — 

Man’s capacity for work depends upon his physical 
fitness or his health and strength, and these depend 
upon:— (r) Climate aud physical conditions The 
climate of a country influences the efficiency of the 
labourers very much In very hot countries people 
find it difficult to work for a long time In teinpe 
rite regions people are more euergetio (ti) Racial 
characteristic^ Health and strength of the people 
a'so depend upou their race aud traimng t t« 8 the 
Sikhs Patbans and Puujabees are physically strong 
while the Bengalis are montally strong. AJati3i 
better cultivator than the Rajput, a Marwari or a 
Vaish bettor tradesman than others, and a Rajput or 
Pathan oi Gurkha a better warrior than others. 
The idea of race superiority is, however, beiug gra* 
dually exploded (ttt) Quality and amount of food 
and shelter We have a steam engine theory The 
more fuel^s added in the fire box, the more is the 
steam that is produced Similarly, the more the 
labourer is fed, the stronger will he become Good 
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work cannot be expected of labourers who are ill-fed, 
insufficiently clothed and poorly sheltered. The 
standard of living of the Tndian labourers is abnor- 
mally low : millions of people are under-fed and 
under-clothed; their food is not nourishing enough, 
etc., etc. The result is that they have not the vita- 
lity to resist disease nor the energy to work 

( b ) Intellectual Fitness : — 

This is as essential as physical fitness, and this 
comes’ through general education. Education en- 
larges the labourers’ mental outlook, gives them 
higher standard of life aud conduct, and tends to 
make them more intelligent and resourceful. It 
improves their economic efficiency, stimulates them 
to invention, etc., etc. For example, education i3 
backward in India and the efficiency of labourers is 
al^o low in India, while education is compulsory .in 
other countries and efficiency is also high there. 

(o) Technical Fitness : — 

'General -education is not intended to fit a man 
for a particular job which requires a special kind of 
training. For this technical training is neccessary, 
and it has acquired a great importance in modern 
industry. Hereditary skill, e. g., that which is found 
in Ohamars, Banyas, potters, etc., in India is not 
enough. Practical training has to bet given -in 
technical schools' colleges, and workshops under 
proper supervision. 

(d) MorahFitness : — * 

Good moral character is>another factor which 
determines the efficiency of a worker. A worker 
who feels his responsibility, who has a sense of’ duty 
and works hard dn the absence of bis boss, who 
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takes interest in his task and possesses the qualities 
of honesty, persovorence, eto., must certainly m\t 
an nfficient labourer. 

B. The will to work. Efficiency algo depends 
upon the fact of the labourer being a willing worker. 
The labourer must possess the ambition to raiae 
himself in the world. The prospect of rapid pro- 
motion, of higher wage? to be earned in the near 
future, must be there to fire bis ambitjon and 
?pur bim on to greater efforts. '‘Hopefabesi, 
freedom, and ch^Dge” rouBt bo .there. The work 
must be consistent uninterrupted work. The general 
working conditions must be satisfactory. 'Without 

these the labourer cannot work willipgly a^d, 
therefore, cannot put in his beBt effort. 

II. The way the employer contributes to $ht 
efficiency of labomers : — 

The employer can also contribute to the efficiency 
of workers in different ways. If he possesses an 
organising capacity, he will bring out the best in 
the labourers, otherwise not. That is to say, if to 
can organise the business in suoh a way that the 
right man is at the right work, and has the right 
material near him at the right time T be can sorely 
add much to the efficiency. Efficiency of labour 
depends upon the general organisation of i yyork, 
g., upon the efficiency of the other factors of 
production, and the way they are combined togotboh 
upon the organisation of division of Iabon^ t^e use 
ah machines and the inducement of better, condition! 
of work ( comfortable furniture, better leisure, extra 
r<eward ) etc., etc. i It also, depends upon the numbpt 
ol hours the labourers have to work. ^Reduction U 
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the hour | of work reduces the industrial fatigue; 
and similarly a system of rest pauses adds to 
efficiency. For example, Henry Ford reduced the 
hours of work to 7 hours per day and .created a 
.rpgplar motor service for workers The result was 
t^hat their efficiency improved. 


Thus/ 


Efficiency of Labour 
depends 
upon 


, Personal Efficiency 
which 

depends upon 


Efficiency of 
Organisation 
which * 
depends upon 


P#Wer ( or 
fitPCBB ). to 
work 

,which is of 
four kinds 


will to 
work 

which depends 
upon 



Ambition Future "Hopefulness, General 
to prospects freedom working 

rise and Conditions 

change" 


Physical Intellectual Technical Moral 

fitness ^ fitness fitness fitness 

e. g., on climate, e.g., on educa- e.g., on techni- e s g„ on sense 
lealth&strengfch, tion, influence cal education of duty and 
Btandard of li. of mother and in schools and teBponsibi- 
ving, social cha- home, etc., workshops lity etc. 
racterigtics.etc., etc. and factories 
etc. 


Good division 
of labour 
e. g. right 
man at the 
right work. 


Use of General Number 

machinery conditions of \Vork of 
e. g. modern e. g. good equipment hours 
tools should and furniture, healthy of 
be provided. surroundings, better work, 
leisure, provision of 
reading rooms, 

playgrounds, 
entertainments, etc. 
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Position of Indian labour— cause* and 

remedies for its inefficiency — 

(a) Indian labourers are not sufficiently healthy 
or strong. This is diie to bad habits and customs, 
rather than to climate, heredity, etc Labourers 
are not properly brought up Marriages take place 
at very early ages Large su m3 are wasted on reh 
gicras and social ceremonies instead of on better 
food and higher standard of life The system o! 
early marriages should be stopped, t mi nmg should 
be given tn sanitation and hygiene, wholesome food 
should be taken, aud the standard of living should 
be raised by reduciug the expeudituie on marnag 
eB,eto , and spending money in more proper channels 

(b) The illiteracy of Indian labourers Is colossal 
Only 8% of the poople are literate in India, while 
in all advanced countries of the world, there ara 
hardly a few illiterate “persons to be met with 

The following diagram gives au idea of the 
colossal ignorance of the people of India — 
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Some people put the percentage oMifceraoy in 
India and; in other . countries of the world, 

round about, 80. .. • . 

..'..Labourers, also- have. -..no or.; little: opportunities 
for receiving proper technical;': education, whether it s 
is in technical industrial schools, in workshops 
and .factories,, or in foreign; countries as students 
and research scholars. They are not even conscien- • 
tious i 4 and . honest, They , have do sense .of duty, 
and, would, not work unless ..watched carefully by 
the manager. They, work simply to ‘please; the 
eye’ of the master. They are not self-reliant or self- 
respecting. This ' state . of affairs can be removed 
only by education of all kinds, elementary and gene* 
ral; technical' and industrial, moral and spiritual. 
As things are, about Rs 33 / 2/ • per head of popula- ‘ 
tion 3 vefe : speht from public funds on eduction in 
great Britain, while the ; camparative figures for 
Itidia are -/8/9 per head. •- 

: (c) Organisaniori of the workshop and the factory 
is also fair from satisfactory. The amenities of life 
provided in the factories are few and far between, 
while factory and sanitary conditions are not quite 
satisfactory. Lighting, heating, ventilation, smoke, 
colour, noise, atmosphere and sanitation aob directly 
upoh'the health, vigour, vivacity' and temper of the 
worker, and if these are not accompanied by rest 
and leisure, provision of pure water and healthy 
surroundings, etc., etc.: labourers are .sure, to -become 
inefficient. Healthy surroundings, sufficient venti*. 
lation, greater leisure, . .arrangement for education 
and exercise,’ libraries and readingrfooms, etc., etc.,, 
should be provided: to them, Lack.of suitable housing 
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accommodation in congested ’mill areas under 
cohdifcionb that oftdti are far frok be&lthy &!g<j 
seriously react upon the heaith ar/d vigoht oi Wb 
worker and hia efficiency. Something ihu&’bs 
done to improve thb housing conditions id inQaV 
trial towns. 

(d) Indian labourers HhVe alio ! to work foflofij 
hoUr*, without suffiaibht ikkt intervening, tbii 
iB'diidther cause fdr fheir inefficiency aS cledHrom 
ttfe exarhplo ot HeKry Font) fcakeh above. Thfcy 
uidst be provided shorter hours and more leisure. 

(e) Other characteristics of Indian labourers 
are:— (l) They work for half the yoat in the field) 
and for the othor half in the factories, witb tbs 
result that they are jack of all trades and master 
of none. (2) They are a set of contented people, 
and sorely ‘conteutment Bpeils decay’. As 
soon as they make some money they think bf 
retiring , from work, for they Jack 'ambition and 
have a deplorabfy low standard of Irving Of 
course, poverty is responsible for this; but there 
should be less of reliance on ( fato or JCismati and 
everything should be done to improvo the productive 
capacity and efficiency. (3) They work to pleass 
the eye of the master and require constant super- 
vision. They must have a greater sense of duty. 

In short, labour in India' is inefficient, and to 
remove this inefficiency, the labourers must b& gfvefi 
education of all kinds, their standard’ of living must 
be raised &id a spirit of ambition created brnobg theta, 
cooperative societies in all fields must be stiffed, c 
and conditions oi .w6rk anddifo mint ’be improved: 
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QUESTIONS. 


1. On what does the efficiency of labour depend ? Do you 
think labour in India is efficient ? 

2. What are the chief causes of Lhe inefficiency of Indian 
labour ? What remedies would you suggest ? 

3. State the theory of population enunciated by Malthus . 
How far is it applicable to modern India ? 

4. What do you understand by infantile mortality ? 
Examine the causes of the high infantile mortality rate in 
India. Suggest measures to check this evil. 

5. India presents examples of very high and very low densi- 
ties of population. Explain tbe factors that account for these 
wide differences. Do you agree with those who maintain 
that India is over-populated ? Give reasons for your answer. 

6. Give an idea of the vooational distribution of population 
in India. Has it any effect on the distribution of population be- 
tween the town and the country ? 

7. Write short notes on: — 

(a) Productive and unproductive labour; 

(b) Positive and preventive checks; 

and (c) Vital statistics. 



CHAPTER 13 

CAPITAL 

What is Capital — 

Wealth may be kept either for the direct useo! 
its owner at once or at a future tune, qr the owner 
may abstain from using it for himeelf, and keep it 
for further production When wealth is used in 
the former way it is called consumption wealth, 
when it is used in the latter way it ib called capital 
In other words, when wealth is used directly by its 
owner, and in the present, it is consumption wealth, 
and when this use is postponed bo that in future it 
will help him in producing other eoonomic goods 
it is called capital Suppose a farmer grows corn 
on his fields He does not consume all of it at once 
He puts off a part of it to be used as seed at some 
future time This seed when sown yields him 
further crop it is known as Capital The corn 
that was eaten was not capital though it was wealth 
It was only consumption wealth 

In primitive stage man gets things from nature 
without tbo help of capital, but with the growth ol 
industrial civilisation he requires the help of capital 
Even hunting and fishing can be done better by 
weapous ( capital ) So men save the product of 
their labour ou land, and use it as capital F° r 
example, a grass cutter cuts grass and sells it He 
earns -/8/- a day, but out of this he saves -/4/ a day* 
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he begins to earn more. This further earning is the 
result of the use of capita! (sickle) which is the 
result of his past effort, but is now used for the 
prpduction of more wealth and not for direct 
consumption. 

Thus capital has been defined as “ that wealth 
( other than land ) which is used or ( is intended to 
he used ) for the production of more wealth ( and 
not for direct consumption )”, or as “property which 
is the product of past labour, but which is used as 
'a means to future production”. Says Thomas : 
"Capital forms part of that wealth of individuals 
and communities, other than land, which is used to 
assist in the further production of wealth such as 
fcoolB, implements, machinery, seed, raw material, 
and transport instruments such as roads, railways 
oanals, etc/’ 

Note: A thing may be merely wealth at one time 
and capital for another and may be wealth for one 
person and capital for another. Thu’, a motor 
oar with a wealthy person is wealth which he 
uses for his trips; but when it is sold to a doctor 
who uses it in paying visitB to his patients it be- 
comes capital. It helps him to make a large income, 
because with it he can see a larger number of 
patients. The doctor’s motor-car also, if he uses 
it' for going to see a friend, is wealth, though, if 
he goes on a professional visit, it is capital. A chair 
in a room iB wealth so long as it is used by the own- 
er, but as soon* as it is given out on hire to some body, 
it becomes capital. When a person goes in a railway 
train for business, it is capital, when he goes to see 
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only the Taj or some match, or Borne drama or film' 
it in only wealth. Similarly, money hoarded is not 
capita!, but money deposited in hanks is capital when 
it is lent by the bankB on Interest for productive pur- 
poses. All money is wealth but all money is not capi- 
tal. Money becomes capital only when it is useda3 a 
source of income. “A dlamoud in the hands of a jew- 
eller or a glazier, flowers in the possession of a flori- 
st, a clown’s costume owned by a theatrical director, 
all become capital because they are instruments oi 
production.” Gide. Wealth and capita! are thuB flit- 
tinguisbed in this, that capital is an agent of prod- 
uction, whereas wealth is the result of production, 
All capital is wealth but all wealth is not capital, only 
that wealth which is used as an agent of farther pro- 
duction ip capital. 


BENHAM, however, slightly differs. He does not confins 
the use of the term capital to the means of production, snohjs 
factories and machinery, and railways and canals, or to the tw 
materials which are in the course of being transformed into 
fired commodities, or to the stocks of consumers’ goods hold by 
producers and shop-keepers He thinks that even consumers 
goods in the hands of consumers — e g , house, motor-car, etc — 
are to be included in capital, which means the stock of goods of 
all kinds existing at a given moment. His argument is tints 
consumer may at any moment decide to let a portion of hi* 
house,, or to hire out his private car. [Some other writers call 
consumers as consumers’ capital merely ] 

This, however, means that every thing is capital. Ia th 019 
then no activity that can be called consumption 7 A compro- 
mise would be to consider that wealth which is mainly capital 
as capital, and that wealth whioh is mainly consumption floods 
as consumption goods, 
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la Land Capital ? 

The question arises, is the plot of’land used by the 
farmer for agriculture, capital, for it is used for fur- 
ther production? The answer is that it is not, beca- 
use we have already decided to class all these things 
whioh are the gifts of nature and whose supply is' 
beyond the control of man as land — c/., “other than 
land” in the definition. We should give the name 
capital only to those forms of wealth which owe 
their usefulness to human labour. And after all this 
distinction between land and capital is scientific. 
Land is the free gift of nature, the amount of which 
is limited and it is beyond human power to increase 
its quantity. But with capital it is otherwise; it can 
be produced and reproduced so as to meet increased 
demand. As a general rule, capital must be repaired 
and replaced but land does not wear out and needs 
no replacement. So land is not included in capital. 

However, some people argue, on the other hand 
that it is function and not origin which matters when 
we consider the extent to which man is aided in 
production by his environment : a canal may be 
just as useful as a river. Besides, it is almost im- 
possible in practice to distinguish between original 
gifts of nature and improvements made by man. 

Perhaps the best solution, in words of BENHAM, 
is to admit that logically we shouid include land in 
our concept of capital but to urge that it is such an 
important category of capital that it is convenient to 
-follow the usual practice of treating it separately. 

[From the point of view of an- individual cultivator or 
landlord who rente land to other people for money the plot of 
land may be capital to that particular individual because it yields 
»p income to him ; but from the point of view of society it is not 
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capital Bnd this ib the oorrecfc point of view J wit daej not 
secure any additional wealth to the society tie a plough or i 
machine doos So there jb nothing to irovent an individual 
from regarding land rb capital To lum it 1* ea much capital ai 
machinery ] 

Importance of capital — 

In tho primitive stage man gob things from nature 
with little or no assistance from capital, bnt with 
tho growth of industrial civilisation he requires the 
help of more aad inoro capital to increase production 
Without capital agricultural soil cannot be impro 
ved, and raw materials cannot be obtained!, labourers 
oaunot have tools and machinery, canals, and irri 
gation canot be within reaoh, means of transport 
and communication cannot be developed, and in short 
manufacturing industries cannot prosper What 
would a cultivator do, if bo had no plough, no barrow to 
till hia land ? What would an industrialist do with- 
out raw materials and machinery ? Surely a man can 
produce larger quantities of jam with a spinning 
machine than with a charkha, a weaver can turn out 
larger quantities of doth with a modern weaving 
machinery, than with his primitive weaving tools 
It can safely be said that nowadays capital is an 
important agent of production. It enables production 
to be earned on efficiently by assisting labour in 
different ways Thus a grass-cutter has bis reaping 
hook, a sweeper his broom, a water carrier his skin 
a fisherman hie net and fishing rod, an agriculturist 
hia plough and an artisan his tools and machinery 
Capital is extensively used to day in the form of 
plants and machinery, roada bridges, and embank 
tnant, canals^ railways, steamships and aeroplaneB, 
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6tc„efcc. In fact - ., the economic progress of a country 
today depends, to a very large extent, on the amount 
of capital it possesses. 

Forms of Capital. — 

• Capital has been commonly classified into fixed 
and circulating capital. Fixed capital is that which 
is capable of rendering repeated services, or, in 
other words, which cau be used over and over again 
in several processes of production at different times, 
e.g. machinery, tools, engines, building and furniture. 
Circulating capital is that which is consumed in 
a single use or cau perform service only once. It 
is so called because that amount of capital is to be 
deposited again and again; for example, cotton which 
is used!in the manufacture of cloth can be utilized 
only once and cannot serve that purpose again. 
Other examples of circulating capital are raw 
materials, seeds, coal, oil, wages given to labourers 
or means of subsistence provided to them. 

In the primitive stage of iudustry when work 
was mostly done by manual labour with the help 
of only simple tools, the expenditure on machinery 
and buildings etc. was small, and the bulk of the 
expenditure was on raw materials. That is to say, 
in that Btage circulating capital was more important 
than fixed capital. But, as a result of scientific 
inventions and the greater use of steam and 
electric power, complicated machinery plays an 
important part in modern times, and, therefore, the 
importance of fixed capital has very much increased. 
In fact a considerable portion of our social wealth 
is invested today in the production of fixed capital, 
or what are known as ‘.Capital goods’. 
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[ Money -which 19 nsed productively 19 called capital article*, 
like factories and machinery, which are used productively art 
called Capital goods lor instance if a man invests Its 5005 
m the construction of a factory the factory ig Ins cap tal godt, 
while the amount of Rs 6 000 invested is his capital ] 

The following table will clearly bring out the 
distinction between fired capital and circuiting 
capital, and between production capital and con 
sumption capital 

Fixed Capital 


Factory buildings 

Bicycles shoes, 

boilers engines 

| Clothing furniture 

looms spindles, 

1 dwelling houses 

other tools 

- - QqAI g HflJ pfc J OQ 

Product son ■■ 

Capital 

Coal cotton 

Capital 

Food and drink 

yarn other 

fire wood 

raw materials 

• expenses on cinema 


Circulating Capital 


Growth (or accumulation) of Capital — 

Capital is the result of savmg Man does not 
spend all the wealth that comes into his possession 
^ as a result of bis labour, but puts some of it aside 
for future use This wealth that he puts aside for 
future use is bis Baving, and on the amount of sav 
ing in a country depends the amount of its capital 
This saving, m its turn, depends upon the following 
factors: — 

(1) Essential condition * there must be the power or 
ability to save — 1 

1 e , there must be a surplus above necessaries 
of life This depends upon all those things that 
increase the productive capacity of the country 
natural resources efficiency of laboiir* and capital, 
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means of transportation and commuuication,foreign 
trade, system of credit and public finance, etc., etc. 
That country which produces a larger quantity of 
wealth makes it possible for its people to save more 
also, e. g., England and America produce more, aud 
the people there earn more, and, therefore, can save 
more, while India, in spite of her rich natural resour- 
ces, produces a smaller quantity of wealth and 
Indians can save little, too. The average income 
of people in India is only a little over Rs. 100/- per 
year. This income is very low and is hardly suffi- 
cient to enable people to make both ends meet ; and, 
therefore, they cannot save much. 

(2) Subjective ( mental ) conditions : 

There must he the will to save. 

(a) The habit of realising the future, and provi- 
ding for it. Foresight is a condition for savino"; 
e. g., the savage has no foresight and does not save, 
whereas civilised people like to make provision for 
old age, children’s education etc., aud, therefore, 
save. The desire for power and distinction , which 
money brings, and which is growing with the growth 
of civilisation, is no less strong incentive to save — 
in many cases people save only in order to be consi- 
dered rich and wealthy. In the United States and 
Great Britain this motive is especially prominent. 

(h) The motive of family affection is also a 
condition — where family affection is great, the desire 
to save something for the family is strong, e. g., in 
India many people save out of a desire to leave 
behind a large legacy to their sons. [ It is another 
thing if other factors come in the way of the growth 
of capital in India. ] 
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(3) Objective condition# : — 

Besides the above-mentioned subjective (mental) 
conditions there must be auoh external conditions 
for saving as the following:— 

(a) Security of life and 'property. Every person 
who keeps aside a part of bis income, should have 
a reasonable chance of his savings being enjoyed “by 
hnnself or by bid children m the future; and in a 
state of order where life and property are insecure, 
people would not be motined to save* Thus, in 
oldeu days there was less security of life and pro- 
perty, and, therefore, people had no will to save- 
Now they have greater security, since the establish- 
ment of the British rule, aud they save more, too, 
though they canuot save as muob as people in other 
countries do, for different reasons. 

( b ) Opportunities fo> safe investment , and qcoi t 
returns ‘—Banks, insurance companies and co-opera* 
tive credit societies eucourage the saving habit 
among the people. Unfortunately tho number of 
such institutions in India is too inadequate for an 
extensive country. No suoh credit institutions exist 
in the villages aud even big townB have not got them 
in many cases. In order that there may be greater 
eavings, the number of banks in the country must 
be larger. 

[ For relationship between capital and the rate of interest, 
read chapter 14 on Interest. ] 

There must also be a field for enterprise. That 
is to say, if there are various industries in which 
investment is likely to bring high returns, people 
viould like to save more, and theie would bo mo* 0 
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capital forthcoming. For this, it is necessary that 
there must be good organisation in the country, and 
the number of sound joint stock companies, etc., 
must multiply. 

Again, the role of custom in the growth of 
wealth, especially in the primitive communities, is 
very important. For example, social customs in 
India demand expensive feasts in marriages and 
sbradhs, and so the poor Indian ryot has no surplus 
to save. Such customs and such expenses must be 
put an end to. 

Growth of Capital in India — 

We have seen above that as regards the subjective 
conditions, family affection is nowhere stronger than 
in India. The upper and middle classes possess 
sufficient foresight also, but it is absent among the 
poor classes. As regards objective conditions, too, 
we enjoy at present sufficient security of life and 
property, and the number of' banks and joint stock 
companies is also multiplying gradually. But the 
essential factor that there must be a surplus above 
necessaries of life is absent in the Indian peasantry 
who form three-fourths of the Indian population. 
The agrioulturist’8 power to save is extremely limited. 
The result naturally iB that the growth of capital 
has been very slow in India, and not at all proportio- 
nate to the potential wealth of India. Fo'r exam- 
ple, the source of power used by the agriculturists 
consists of ill-fed and ill-housed cattle, the imple- 
ments are all cheap and of the simplest, crudest 
and of the most inefficient type. The total value 
of the implements used by many Indian cultivators 
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comes to Rs. 30/- or Rs. 40/*. This is nothing a* 
compared v>Hh the expenditure on implements in 
the West. The condition of the farmers has no 
doubt improvod very much daring the present 
world war — They have not only beeu able to wipe 
off some of their old debts, but have beeu able to 
save something for future use. Industries also 
suffer equally from laok of capital. Most of the 
large-scale industries in India are financed by fore- 
ign capital, e. g„ jute aud mining and planting 
industries are almost entirely owned by foreign 
capital. Foreigners have also invested their money 
in railways, tramways, banking, navigation, etc., 
Recently, Bata’s have started a shoe factory in India 
Swedish people have started a match factory, and 
the Lever Brothers Limited a soap factory; soon, 
and so forth There is nothing much wroog with 
foreign capital, but the fact remains that there is a 
paucity of capital in India, and bo long as onr sav- 
ings and capital do not increase, we cannot have 
agricultural or industrial prosperity in the country- 
capital is the life-blood of industry. 

Note : The hoarded wealth of India is proverbial, 
but there does not Been) to be much truth in the state- 
ment. Capita! is said to be'shy in India; but this' 
also is not true, now at any rate. The investments 
in the cotton mills at Bombay and Ahmedabad, Id the 
Tata Iron Works at Jamshedpur, in the hoBiery 
factories in the Punjab, and in the government loans 
during the present world war etc., etc., show 
that Indians are willing to invest capital m 
various enterprises, but being poor people, they are 
not able to save much capital for investment. 
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Machinery. — 

The most important; form of capital in modern 
times is machinery. 

Advantages of Machinery : — 

(1) It increases man’s power and command over 
nature. Railways, steamships, aeroplanes, telegraphs, 
radios, etc., are examples of how man has harnessed 
the forces of nature into bis service. We can do so 

t many things today with the help of machinery 
which we could never dream of before. Steam and 
electricity have already worked wonders; and we 
are now talking of harnessing “atomic energy” 
into our service. 

(2) It relieves strain on human muscles, e. g., 
cranes, pulleys, electric lifts, etc., can lift weight, 
very easily. For example, when a ship is loaded 
or unloaded even huge elephants can be easily lifted 
up dy a crane into or out of the ship. This could 
not be easily done simply by human effort. A few 
years ago, in Sweden, experiments were being made 
to see if things would go quickly if the soil was 
warmed by passing an electric current through it 
by means of an underground cable. 

(3) It takes over monotonous work and relieves 
the tiresomeness of labour, e. g., folding of news- 
papers if done by hand is very monotonous, but it 
is now done by machine. 

(4) It can do work much faster than man and 
far more accurately, e.g., a newspaper press can 
print, fold and count 80, 000 sixteen pages paper in 
one hour ; a watch factory can turn out 25, 000 
watches in a year, and one man' can make 15 million 
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pms in a day etc , etc Similarly, a motor tractor 
can plough five acres of land in a day where a man 
and a horse ( or bullock ) can plough only one, and 
so on Examples of greater accuracy are watches, 
balances, etc, 

(5) It weakens the barrier between different 
trades — the passage of man from one trade to 
another becomes easy A person who has worked 
on one kind of machine, oan work on a machine 
producing another kind of goods, for machines are 1 
more or less alike 

(6) The system of ‘interchangeable parts', 
and standarised production are made possible 
with the help of maohinery, for it can make 
exactly similar articles of the same class, 
and we find to-day that all parb3 of watches, 
cycles, motor cars, etc , can be bad in the market, 
and be fitted anywhere. If the handle or paddle of a 
cycle is broken, another can be cheaply got and 
fitted This perfect uniformity is not possible in 
hand-made goods 

( 7 ) The cobts are lowered by machinery — 
machine-made articles can be sold at a much oheapsr 
rate. Eoi example, newspapers can be sold to-day 
at one anna each, dozens of pms can be had for a 
pice, and a bioyole can be had for only twenty 
rupee* ( During the present war, no doubt, prices 
ate higher, but that is only a passing phase). Could 
this be possible without the use of machinery ? 

(8) The demand for general intelligence is 
increased , workeis have to be more intelligent and 
resourceful, l'he agricultural labourer who uses a 
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motor plough and an oil-engine is generally quicker- 
wifcted than tie who has toiled always with a hand- 
plough and harrow. The industrial labourer 
working in a cotton mill at Bombay is generally 
more intelligent than the village weaver or the 
village spinner. 

(9) More leisure and wider interests are afforded 
to the labourers, on account of reduced hours of 
work; and they can take part in many nobler 
activities— religious, sooial, political and cultural. 

Disadvantages of Machinery : — 

^1) By the help of machinery a given amount of 
work is done in much shorter time than by hand, 
and labourers have thus gained many advantages, 
but machinery has given rise to unemployment. 
The work which required 10 men, say, can be 
accomplished by one man with the help of machinery, 
thus throwing 9 men out of work e. g. a spinning 
mule with the help of the tender can produce 
spinned cotton in a day’s time originally produced 
by a thousand men. 

This is not, however, the correct view. The 
use of machinery does not mean less demand for 
labour. Cheapened goods result in increased 
demand and more varied consumption. Some 
labourers are required for the making of machinery, 
too. Anyway, there is greater demand for labour 
to-day than there was in any previous age. 

(2) Machinery undermines health and shortens 
life. Nervous strain from the noise in its operation 
is a great defect of machinery. If we go inside 
a mill when it iB working, we find the noise so 
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great that we cannot stand there for even a few 
minutes The labourers in the mill have to hear 
it daj in day out, and this cannot fatl to have its 
effect 011 their health and longevity Besides the usa 
of machinery intensifies labour and sets by 
the ever-increasing speed of a machine a hotter 
and hotter pace for the labourer, for m the 
days before the coming of power-driven machinery 
the speed with which a man worl ed waB largely 
his own affair, while with the coming of the 
machine the pace of work is determined less by 
the individual worLir and more by the speed of 
the machine itself — machines have become the 
master of man It is only the young workers who 
can staud the strain of new industrialism, and even 
they do not live up to their full age, as a result of 
the physical, mental and nervous strain caused by 
mechanisation of industry 

(it) It is also said that the use of machinery is 
responsible for the filth} and immoral surroundings 
in the industrial towns — the unholy, unhealthy 
lives of the workers, wine and prostitutes in the 
absence of wives, and contagious diseases that follow 
ThiB is because housing accommodation jb laokiDg, 
aud labourers have to live away from their homes 
and families Mahatma Gandhi says “Machinery 
represents a sin ” 

(ttt) Uhe use of machinery also widens the gulf 
between the poor labouring class and the rich em 
p 1 o}ers, and while the capitalists have grown richer 
and noher, labourers’ position has gone on becoming 
worse and they are entirely dependent upon the 
capitalists. 
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(iv) Machinery leads us on to capitalism. It 
makes rich people richei and poor people poorer — 
wealth concentrates in a few hands. This is a great 
social defect. 

Evidently, evils of machinery are not due to 
the machinery itself, but to the improper conditions 
under which it is worked by capitalist employers. 
Our_ endeavour should be to improve the general 
conditions of work for the benefit oh the labourers, 
and at the same time to modify the capitalistic 
system for the benefit of the society as a . whole, 
which system no doubt tends towards making rich 
people richer and poor people poorer. Machines are 
good in as much as they improve production and 
increase the wealth of the nation. But if wealth 
is earned at the cost of peoples’ health and vitality, 
and if all the wealth is concentrated in a few hands, 
it cannot be said to promote general social welfare, 
even if we do not take into consideration the un- 
employment that the use of machinery brings in 
its train. 

Means of Transport and Communication. — 

, A good system of transport is of very great 
importance for the prosperity of a nation or a 
country. An industry consists really in moving 
materials from one place to another; and production 
is nothing but a movement of things, as one writer 
has said.- Without cheap transport we can neither 
have large-scale production and localization nor 
wide and extensive markets. 
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The following chart from PENSON gives an 
idea of the important part played by transport in? 
the industrial process of today: — » 



We see here that without transport neither raw 
materials, source of power and machinery can be 
got in the factory to make production possible, 
nor the goods made in the factory can find a market 
and reaoh the consumer. 

Means of transport enable us 

(a) to link Indian grain fields to the towns within 
the country itself and to the whole world, as a 
matter of fact. This raises the prices of agricultural 
crops and enables the Indian farmers to grow crops 
like cotton, jute, and tea, on a commercial basis; 
and thus localisation of crops is the result, e. g., jute 
cultivation in Bengal, wheat cultivation in the 
Punjab and U. P. etc., 

(b) to make raw materials, coal arid iron accessible 
to onr industries, and to provide easy markets for the 
products of these industries, thus making localisation 
0/ factory industries possible, e.g., jute mills in 
Catcutta and cotton mills in Bombay and 
Ahmedabad, 

(c) to connect our villages and towns to the 
other countries of the world, and thus make i t 
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generally possible to get the products of other 
countries into our own country at cheap rates, 
(e. g., cloth, machinery, etc.,) and at the same time 
sell our products (jute, oilseeds, etc.) to other coun- 
tries at higher rates. Contact between towns and 
villages, increases to the mutual advantage of 
both, and, as all the countries of the world are 
brought within one economic whole, each country 
gets the opportunity to utilise its resources to the - 
best advantage possible. With the introduction 
of the modern means of transport, both the internal 
and the external trade of the country have developed— 
today we consume many things produced outside, 
and we produce many things for the outside markets; 
and the production of the country as a whole has 
very much increased. No doubt our cottage indu- 
stries have suffered and the self-sufficiency of our 
villages is gone, but we have received advantages of 
greater moment instead, 

( d ) to connect the fertile and densely populated 
parts of the country to the less fertile and less dense 
parts, and to distribute food in times of famine and 
thus partly mitigate the sufferings of the people due 
to famine, 

(e) to make easy movement of labour possible 
from one part of the country to the other and thus 
improve the efficiency of labour as a whole, 

(/) to widen the mental outlook of the people, to 
remove caste restrictions, to do away with the ideas 
of conservatism, etc., etc. 

And means of communication enable buyers 
and sellers over different areas to come into contact 
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with each oihei They facilitate transactions 
between them. They assist customers to compare 
tho prices over different areas, and to make purchases 
where it tn cheap and sites where it is dear. 

The chief menus of transport and communication 
in India are 

( i ) Hallways 

( ii) Roads 

(m) Waterwftjs 

(«’) Air wav s y 

( v ) Posts and telegraphs, telephones and wireless, 
etc , etc. 

'( i ) Railways: 

'1 hese are of course the mo^t important means 
of inland transport. There are three main types 
of railways in ludia— broad gauge, metre gauge, 
narrow gauge. Some of the railways are owned 
and managed by the State, others by railway 
companies; but m either caBe the Government of 
India exercises geueral powers of control, There 
are about 46 000 miles of railway iu the country; 
but as compared with other countries of the world, 
India is still badiw ird in railway development. For 
example, while there are 82 miles of line per i ,000 sij 
miles in the U. S, A and 105 miles in BngKud, 
there are only 22 miles per 1,000 eg. miles in India 
The insufficiency of railw lys is, indeed*, very great— 
there are no railways to counect rural areas with 
ports or big* towns, etc., etc During the present 
war particularly, there has been an acute shortage 
of railways Partly because the system has had to 
provide for latge movements of troops and materials 
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and has had bo transfer much of the roilino stock 

o 

and staff to different theatres of war, and partly 
because there has been a tremendous increase in 
traffic during this war, while it has been extremely 
difficult to get railway materials from England, etc., 
we have to face a rapid deteiioration, and almost a 
breakdown of the railway system in India. 

Advantages of railways : — 

(1) They are the chief carriers of both the export 
and import trade of India. This has resuited in a 
great increase in the volumemf India’s trade — both 
internal and external. Naturally, factory industries 
have developed, and production has generally im- 
proved. Modern large-scale business could not be 
possible without railways (and steamships etc,). 

(2) They have linked Indian grain fields to the 
world markets, and this has resulted in raising the 
prices of agricultural crops. This has also enabled 
the Indian farmer to grow commercial crops like 
cotton and jute. 

(3) They are a great agency of famine prevention 
and relief. Indian famines can no longer be food- 
famines, for grain from other places is rapidly 
transported to the famine-stricken areas. 

(4) They are a great means of education and 

civilization. People travel more 'widely, and fre- 
quently mix with foreigners and strangers and thus 
broaden their outlook. The influence of the rail- 
ways in weakening caste purism has been consi- 
derable. ' 

(5) They have afforded employment to thousands 
of persons, at the same time that they have helped 
the industrial growth of the country. 
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(6) They are also advantageous from the military 
and administrative point of view. 

(7) I hey Mve added to the wealth of the 
country, and improved the welfare of her people 
Ihey have brought about better production and 
better consumption of wealth etc , etc 

[However railways hate changed the entire condition of agn 
culture and village life in India — 

(») The self sufficiency and isolated character of the village 
has been destroyed altogether The cultivator a at present do 
not produce only those commodities which they need for the 
satisfaction of their own wants or the wants of tbeir neigh 
hours but commodities which may be demanded by people in 
any country of the world — wo have commercial forming cow 
Localisation of crops has— naturally followed Wheat is 
localised in the Punjab jute in Bengal rice in Burma sugarcane 
m the U P oilseeds in Madras and 0 P etc On the other 
hand imports from other countries have found their way mto 
our villages and people in our villages today obtain commodi 
ties produced in different countries of the world however 
remote e g they import American oil Lancashire cloth 
Japanese toys cloth and hosiery German needles and razors, 
etc etc„ 


(it) Along with the self sufficiency of our villages caste 
system and conservatism of the people are also gradually 
disappearing and the general out-look is becoming wider 
mobility of labour is increasing etc etc 


(»») Agriculture has 8 tayed on in the country but the 
condition of the agriculturists has been going from bad to 
worse owing to increasing population as also to the fact that 
many cottage workers have given up their cottage industries 
and joined the rank of the agriculturists 


. J 1 ’f°) “*•? “ a ™ trl » s Wo Irani on account of compel 

local dam!nfl b °’n “a” 81 ' 1 " W “ *“ tvl ' ,e ' J which dopind 0 
local demand and trt.ch could not b, anppl.od from onto do foi 
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oqo reason or the other, the articles produced in largo factories, 
cheap, fine and attractive, having generally driven out the 
coarse, rough and dear products of the hand from the market. 

In fact, the development of railways has released tendencies 
working at the same time in opposite directions. Thus they 
have made people more enterprising in one way but stifled their 
enterprising spirits in another way, have increased the 
country's trade but made her dependent on foreign countries 
for her supply of finished products as well as the sale of raw 
materials, have acted as a stimulus to some industries but dealt 
a death-blow to other industries, have “mitigated the hardship 
of famine, bub turned famines into perpetual poverty, etc., etc. 
It ’ is difficult to say whether on the whole the influence of 
railways has been harmful or beneficial. ] 

(ii) Roads: 

The mileage of roads in India has been cons- 
tantly increasing but still road transport is in an 
unsatisfactory state considering the vast needs 
of the country. There is a lack of small feeder 
roads connecting rural areas with trunk roads, 
and* with railways. More roads are necessary to 
help the marketing of agricultural produce and to 
bring about an expansion in the internal and . 
foreign trade of the country. The need for roads 
is growing more important beeause of the growing 
motor traffic, too. The mileage in India, for every 
lakh of population is only 84, while in the United 
StateB of America it is 2550 miles. The total road 
mileage of India is about 286,000, of which about 
65000 miles are metalled and motorable ; and there 
exist at present four great trunk roads with which 
most of the feeder roads are connected. The most 
important of these roads is the Grand Trunk Road, 
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stretobmg right across from Khyber to Calcutta, 
Tbe other three connect Calcutta with Madras, 
Madna with Bombay and Bombay with Delhi. 

The importance of roads in India becomes 
quite appaicut wb°n it is remembered that India is 
aa agricultural country and the prosperity of her 
people is intimately connected With the value they 
receive *or their agn cultural produce, which in it3 
turn depends upon tht presence of roads connecting 
our villages to the towns and to the rest of the 
world Mioads and railways mean markets, and 
markets mean the stimulation of agriculture and 
industries both” I bt importance becomes greater 
still when we think of the increasing use of motor 
cars and loiries these days 

[ "With t\ e advent ol mechanical road transport there his 
ensued a cut throat competition between road and railway 
transport but this is true for Bhorfc distance traffic only and 
long distance transport has still to bj taken up by the railways 
1 here is however an overlapping area in the neighbourhood ot 
lj.r„e cities and suburbs where railways and lorries run 
parallel and compete with each other Efforts are being mafo 
to find a solution of this new aspect of tbe iroblom and there 
is a dfBtinct tendency to ards the co o dination of mil and road 
transport Here and tl ere railway companies have already 
started i articip itrag in road transport services through 
contractors etc ] 

(ill) Water Transport : 

BTater transport consists of inland water-way*" 
and marine transport (supplied by her long sea- 
board) As far as inland water transport in India 
is concerned, boats and steamers have failed to 
bold their own against railways, and as regards 
external water or marine transport also, it is really 
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a sad thing fco note that with her exteusive coast 
line and her consequent fitness for becoming a 
sea-faring county India has no ships and no ship- 
building industiy worth the name, and India’s 
foreign trade is almost entirely monopolised by 
British ship-owners. 

(iv) Air Transport : 

This has not yet assumed any importance in 
India, because of heavier cost. The airways are yet 
confined to the transport of light goods, ordinary 
letters, and passengers. But they have their sphere 
of usefulness. 

There are at present three companies operating 
scheduled air lines in India. ( i ) Tata Sons, Ltd., 
Bombay — services run from Madras to Karachi; 
Karachi to Colombo; Bombay to Trichiuopoly ; and 
Bombay to Delhi, (ii) Indian National Airways, 
Ltd., New Delhi — services run between Delhi- 
Lahore-Karachi ; and between Karacbi-Calcutta. 

(iii) Air Services of India Ltd., New India-carrying 
on operations from Bomby to Kolhapur via Poona, 
though this service has been lately suspended 

The value of aviation to business is very great. 
It has become greater these days. And the Govern- 
ment is trying to provide sufficient encouragement 
for a training of Indians in the art of flying, pilotage, 
and engineering. Efforts are also being made for the 
construction of air-craft in India, and the Hindustan 
Air-craft Co., Ltd., has been registered in Mysore 
to take initiative in the matter. During the present 
war particularly the' matter of development of 
aviation haB assumed great importance in India. 
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( v ) Posts and Telegraphs, telephones and 
wireless, etc 

These are important means of communication 
'1 hey are not only important for transmitting news 
from one place or person to another, but they also 
help m the education of the illiterate people and in 
providing the rich with all sorts of entertainments 
Customers can place orders with their dealers 
either by post or telegraph, or on the telephone 
Kates of commodities are broadcasted on the radio 
Education is also imparted to the illiterate people 
on the radio etc , etc 

Means of Irrigation 

No less important than the means of transport 
and communication are the ineaDS of irrigation for 
the economic development of a country f l heir 
importance is particularly great in the case of an 
agricultural country like India where 73% of the 
people depend upon agriculture, and from quite 
ancient times people have tried to store water in 
huge tanks and to reach water under the ground by 
wells In the last one hundred years, they have 
also utilized the surplus water of big rivers by means 
of canals 

The benefits that the cultivator enjoys from 
irrigation are as follows — 

(i)Kainfall is distributed unequally over the 
country, e g , Cherapunji gets 460 inches while 
Upper Sindh gets only 3 inches The distribution 
of rainfall over the seasons also is irregular e g, 
in one season the greater part of India is in flood 
while m another it becomes a dreary waste AgaiHi 
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the monsoon sometimes fails and there is a serious 
deficiency of rainfall, e. g., in one year the rainfall 
in Upper Sindh was nil. 

For all these fc&sods, it is absolutely necessary 
that irrigation works should make agriculture 
independent of rainfall, and this Las been possible 
by means of canals, etc. 

( ii ) Irrigation brings waste and barren lands 
under cultivation, (e. g., the canal colonies of the 
Punjab which were once barren have now been 
turned into' smiling fields), makes it possible to 
introduce new crops, (e. g. American cotton is grown 
in India at several places today); and enables culti- 
vators to produce better crops and thus increase the 
yield of land, (e. g.. it enables cultivators to grow 
two crops instead of one in the year). 

(iii) It brings the level of sub-soil water up and 
increases,pasturage; and also makes the construction 
of wells easy by raising the level of water. 

(iv) It increases the country’s wealth and pros- 
perity, it decreases unemployment, it averts the 
danger of famines, and it increases the income of 
the Government in many ways. 

[Thera are, however, some defects, too, of canal irrigation: — 

( t ) Canals tend to raise the sub-soil water and lead to 
water-logging. This makes the soil nn cultivable, as has been 
the case in certain parts of the Punjab. 

(ii) Large canals hinder the courses of the rivers, and in 
thiB way interfere with the system of drainage provided by 
nature. Leakage of water from the canals to the surrounding 
fields makes them damp and swampy. These places may become 
breeding grounds for mosquitoes with bad effects on the health 
of the people. 
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(m) Canals bring up various salts to the surface end reads: 
the soil uncaltinble on account of salt effervescence Thus 
most of the canal irrigated tracts now abound in kwwcrrdi 
and the future prospects in this respect are alarming] 

Classification of irrigation works in India ; — 
Irrigation methods are primarily three J— 

{\) Canals. 

(n) Wells 
(m) Tanks 

( 1 ) Canals are now regarded as the most impor- 
tant form of irrigation and form the glory of the 
Indian irrigation system There are two kinds 
of canals those which depend for their water- 
supply on the natural supply of rivers, and those 
that depend on artificial storage Those which rely 
on the naturil supply of rivers are again of two 
types (a) Porenmal canals and (b) Inundation 
canals Perennial Canals are provided with some 
arrangement in the vicinity of their heads, usnalty 
m the form of an obstruction across the bed of the 
pirent stream, by means of whtch they are enabled 
to obtain their supplies irrespective of the level of 
water tu the river The water is by means of this 
obstruction, called weir, taken up to the height re- 
quired to secure admission to the canal, and seasonal 
fluctuations in the water-level are counter-acted 
Within this class fall the great systems of the 
^crnyd’o anft Vne Yi ’P au5 the 'SuVKur ’Barntgi) **v* 
Sindb Inundation Canals in Sindh and Punjab 
have, on the other hand, no such means of control 
or weirs, and their supplies fluctuate with the 
natural water level in the river. When this riBD3 
the water-level in the canals riseB, when this falls the 
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water level in the canals falls with it too. Gene- 
rally speaking, inundation canals obtain a supply 
only when the parent stream is in flood. There 
may be an ample volume of water in the river, but, 
in the absence of any method of raising its level, it 
cannot be forced into the canals until the water rises 
of itself to a -sufficient height. [ Canals in India are 
also classed as (») Productive and (6) Unproductive. The 
former are those .-.whioh within 10 years of the completion of 
construction, earn a revenue sufficient to cover working 
ixpenses and interest charges. The latter are constructed 
primarily with a view to the protection of precarious 
traots and to guard against the necessity of famine-relief 
expenditure, and are not meant to bring profits. Productive 
canals yield from 9 to 10% and the unproductive canals less 
than 1%.] 

The following are the important canal systems 
in the country: — 

( i ) Punjab: The Sutlej Valley Project, The 
Triple Canal Scheme, the Sirhind Canal, the Upper 
Bari Doab Canal, the Lower Chenab Canal, and 
the Lower Jbelum Canal. Of these, the Sutlej Valley 
Project was completed in 1932—33 at a cost of over 
21 crores, and irrigates above 5 million acres; and 
the Triple Canal Scheme was completed in 1916 at 
a cost of over Bs. 8 crores, and irrigates about 
4 million, acres. 

(ii) United Provinces : The Eastern Jumna 
Canal, the Agra Canal, the Upper Ganges Canal, 
the Lower Ganges Canal, the Betwa Canal, and 
the Sarda Canal. Of these, the Sarda Canal is the 
most important. It was completed in 1930 at a 
cost of about 10 crores and irrigates about a million 
acres of land, mostly in Oudb. 



( 206 ) 

(u0 Sindh The Sukkur Barrage Schema 
completed in 19J12, at a cost of about its 20 crorea, 
and irrigating Rbout 6 to 7 million acres of land 
It is the greatest work of its kind in the world It 
is about a mile ip length and has been constructed 
across the Indus at a little distance below Sukkur 
( I he canals in Sindh were so far entirely of the 
inundation type They obtained water for about 
6 months only when the Indus was in flood. But 
now thiB scheme feeeds them all) 

(tu) Madras The Cauvery Reservoir Project 
and the Penyer System Ihe former was completed 
in 1934 at a cost of 6 or 7 crores and irrigates 
several million acres of laud Ihe latter also is aa 
important scheme irrigating about 10 million acres. 

(t) Bombay Lloyd Dam and Wilson Dam, 
completed iu 192 1 aud 1925 respectively 
(w*) Bengal The Dnnodar River Project 
(vn) Central Provinces A large schemeia under 
consideration 

In all about 160 ccures have been spent by the 
Government, apd out of a total cropped area of 
233 million acres about 30 million acres are irrigated 
by these canals, while 14 million acres are im 
gated by wells aud 6 million acres by tanks aud 
storage works r Ibe percentage of cultivated area 
irrigated by canals in the different provinces is as 
follows Sind 7d 7% Punjab 44 1%, Bengal 6 3$, 
C 1 & Berar 4 2% Bombay 3 9% Says Sib John 
Strachey ‘Mo similar works in other countries 
approach in magnitude the irrigation works of India, 
and no public works of nobler activity have ever 
been undertaken m the world 1 
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(ii) Wells are also a source of irrigation. Well- 
irrigation is to be found mainly in the U. P., the 
Punjab, Bombay, Madras and Behar. Where 
under-ground water is abundant, water can be lifted 
by Persian wheels (Rahat), but in districts where 
water level is low the rope and leather bucket are 
in use. It is only recently that tube wells, operated 
by electricity, have been introduced in the U. P. 
With cheap hydro-electric energy, there is infinite 
room for expansion of these. 

(iii) Tanks and Storage works are practically 
unknown in the Punjab and Sindh, but tank irriga- 
tion is common in Madras, Mysore and Hyderabad; 

( It is not so easy to dig wells and canals in Central 
and Southern India, owing to the ground being 
bard and rocky. Canals can only be constructed in 
the deltas of the rivers in Southern India where the 
soil is soft. And, therefore, tanks and storage 
works are a necessity there). 

' H is clear from this survey of irrigation works ' 
that much has been done to supply cheap and ample 
water for successful cultivation of crops in the 
country. But there is room for further expansion 
still. The history of irrigation works no doubt, 
wings out the fact that almost all the big rivers have 
been already tapped, and there is not uow much 
scope for the developemnt of . canals; but there is 
still a great scope for the development of storage 
works to hold up the water which at present goes 
away to the sea unutilised, and also' for the con- 
struction of tube-wells. Irrigation of another 
50 million acres of land in this way is by no means 
improvable. 



questions 


1 Define the terra capital Distinguish between fixed 
circulating capital Do you consider the following to be capital? 

1 Land 

2 Seed corn 

3 Hoarded rupees 

4 The goodwill of a businessman 

2 What are the conditions which favour the growth of 
capital w a country ? Discuss these fully with special reference 
to Indian conditions 

3 Explain the part which capital plays in the production 
of wealth Indicate the conditions that determine its supply 

4 Discuss tho advantages and disadvantages of the 
employment of machinery in production What is the effect 
of this on l&hour ? 

5 What are the economic benefits of railways to India ? 
Explain the causes of the present over crowding on Indian 
railways 

6. To what extent and m what ways is the economic 
development of a country dependent upon its means of com 
munication and transport ? Explain with special reference to 
India giving also an idea of the various means of transportation 
and communication found here 

7 Describe the effects of the development of the means o! 
transport on conditions o! agriculture and village life m India 
What changes have resulted in rural industries from cheaper 
and quicker means of transportation ? 

8 What are the different methods of irrigation practised 
in India ? Describe the merits and demerits o f canal irrigation 

9 Describe the types and extant of irrigation faoilitie 8 
that exist m India How far can they be extended ? What 
are the benefits that the cultivator enjoys from irrigation ? 
Illustrate your answer. 



CHAPTER 14 

ORGANIZATION 
The Role of the Entrepreneur. — 

In the early stages of industrial life the 
same artisan owned the land, labour, and capita), 
organised the whole business, and enjoyed the 
profits or suffered the losses. But in these days 
of large-scale production, these functions are 
undertaken separately, for instance, in the case 
of joint-stock companies, land is supplied by one 
man, labour by another, and capital by a third man. 
while the manager, who is a paid man, looks after 
the management side — he gets a salary for the 
management work he does, and has nothing to do 
with the profits and losses of the business — ,aud 
the shareholders, through a board of directors 
formed from among themselves, direct the general 
policj' of business, undertake all risks, and share the 
profits and losses. The last two functions of 
management and risk-taking are the functions of 
an entrepreneur. 

Thus the work of an entrepreneur is two-fold. 
Firstly he has to organise or look after the manage- 
ment side of business. “Management of business 
is itself a business” — As all commodities are 
produced today by a number of different factors 
working in combination, some person must 
perform the task of combining these different factors 
together. Economists usually call these persons 
^entrepreneurs”. 
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The entrepreneur has to procure land and capital, 
hire labourers, and control the policy of business 
as regards the nature of production He has to 
bring land, labout and capital together He has to 
find out the best markets for obtaining raw materi 
als from has to understand the tastes of the con* 
sumers and produce things that would suit those 
tastes, has to study the broad movements of sup 
ply and demand and has to find out the best 
markets foi his finished products He has to 
coordinate the various factois of production in 
such *i way that each factor is efficiently employed 
and all waste is eliminated He has to pick out the 
right man for the right job, and has not only to 
exact obedience from his employees but also to 
inspire them, bo that they may take a pride in their 
work and produce better, etc , etc He need not 
be necessarily a technical expert, but should he 
a master of the situation He must possess certain 
qualities He must have 'judgment and tact, ability 
and resourcefulness, the gift of leadership, and many 
other such qualities. He muBt be good at ‘fore- 
thought and planning’ He must have the ability 
to organise labour He must have knowledge of the 
technical details of business He must bo able to 
inspire confidence among bis Bub ordinates, etc., etc 

Secondly, he has to undertake risks Formerly 
when things were made to order and on a small scale, 
there was little risk, but in modern times, busmens 
is full of risks— the forecasts of the productivity 
of factors may not come right, fashion may change, 
the demand of the public may decline, substitutes 
of the commodities may be introduced in the market 
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.new inventions may be made which may bring down 
the prices, new markets may be discovered; or there 
may be unexpected losses through competition, 
strikes and lock-outs, political disturbances and 
natural calamities, like fire or flood. All these risks 
have to be taken by somebody, and it is the entre- 
preneur who bears most of the risks of industry. 
The land-owner must have his rent, the labourer his 
wages, the capitalist his interest, (and the manager 
his salaries,) without caring whether there is loss or 
profit in the business. So the entrepreneur is the 
only person left for undertaking the risks of business; 
and in so far as he does so he is a risk-taker or an 
enterpriser at the same time that he is a manager 
or an organiser proper. 

In this way, the work of organisation consists 
of two parts ( i ) organising or looking after the 
management side of business, and (u) the taking 
of risks. The first part is known as Organisation 
Proper ; the second part is known as Enterprise. 
IPor example, in a joint stock company, the work 
of organisation proper or management is done by 
the manager, or managing director, who gets a 
salary for it, and the work of risk-taking is done by 
the Bhare-holders who enjoy the profits and bear 
the losses. 

We must note here, in passing, that the place of 
an entrepreneur in modern industrial life is very 
prominent. He is, in fact, the pivot of modern 
production — he gives it birth, and controls its life. 
He plays an important part in the development 
and prosperity of a nation. Indeed, au ideal 
entrepreneur is a rare genius, and services of 
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eucli entrepreneurs as Hemj Ford, Kochfeller, 
Tata, Sir 11, N Mukerji, Birla.Singhama, andDalmia 
are invaluable national assets, indeed 

Types of Productive Organisations 

in the eailj stages of industrial life the Bame 
artisan owned the land, labour and capital, organised 
the whole business, and enjoyed the profits or 
suffered the losses. But in these days of joint stock 
companies these functions are undertaken separately 
Land is supplied by one man, labour by another, 
and capita! by a third man, while the manager, who 
is a paid man, looks after the management side— be 
gets a salary for the management work be does and 
has nothing to do with the profits and losses of the 
business— and the shareholders, through a board 
of directors formed from among tbeniBelves, direct 
the general policy of business, undertake all risks, 
and share the profits and losses Between these 
two types of production, there are various other 
types, too, and all these types of productive organisa 
tion, ranging from the simplest lo the most complex, 
are to be fonnd flourishing side by side, because 
all pf them have both good is well as bad features 
We shall discuss the more important types ol 
business organisation below : 

(t) 2Yre inumuaW protfarar or tVrtf £uAr JV»3» r 

(w) Partnership 

(ui) Joiub stock companies 

(ti>) Combinations and monopolies 

( v ) Co-operation 

(in) State management. 
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The Individual Producer or the Entrepreneur. — 

This is the primitive form of business organisa- 
tion, in which the same man — known as the 
entrepreneur — supplies land, labour and capital, 
organises the production and undertakes the risks. 
Hawkers, petty shop-keepers, artisans, and craftsmen 
are examples of this. Their business is really a 
one man’s show. They either supply their own 
land, labour and capital, or they take land on rent, 
hire labourers and borrow capital, when necessary; 
but in both cases the control of, and responsibility 
for, business are in the hands of one man, the 
entrepreneur. 

The chief advantage of this type of business lies 
in the great personal interest of the employer in the 
business. As all profits belong to him, he has a 
great inducement to introduce economies and to 
manage the business efficiently; and he always does 
' his best. The chief defect is that it is not suitable 
for large business, such as railways, steamship 
services, etc., which require a large amount of 
capital that a single person may not own, and 
expert knowledge of various departments . that a 
single person may not possess, and which involve 
considerable risk that a single person may ill afford 
to bear. The newer types of organsiation have 
been introduced with a view to remove these 
disadvantages. 

Partnership. — 

As the size of business began to expand, more 
capital and more brains became necessary, and the 
partiiership system came into vogue. An association 



of fcf?o or inoro individuals for business is called 
partnership The partners Bupply among themselves 
the capital required for the business and divide 
among themselves the responsibilities of manage- 
ment and supervision, etc., etc. 

The chief advantages of partnership are that two 
or more persons working together can command 
more capital than a single person working alone, and 
that the work of management oan be distributed 
among the partners, <=o that one partner may he 
chiefly concerned with the internal management of 
the business, another with the purchase of commoas 
ties and a third with the sale And the chief defect 
is that as loans for business are taken by mutual 
consent of the partners, every partner is held 
responsible for the entire debt of the firm The 
creditors of the firm have the legal right to recover 
the whole debt from any partner For instance, 
there are thiee partners, A, B and 0, and each has 
undertaken to share the profits and losses equally 
with the others , but A is rich and possesses property, 
while B and C, though equally responsible for the 
loss, are very poor and without any property If the 
firm fails, the creditors of the firm, that ib, those 
who have to receive money from the firm, may 
realise the entire money from A alone, if they so 
choose The result is that any wrong action on the 
part of any one of the partners at any time may 
unnecessarily involve the other partners, and, there- 
fore, many people do not like to work in partnership 
Besides, divided responsibility ib no responsibility, 
and partnership m most cases leads to carelessness 
and inefficiency — the profits and losses are to be 
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shared by all the partners and, therefore, no partner 
■works wholeheartedly. Every partner wants to do 
as little work as possible, and to get as much money 
as possible. 

Joint Stock Companies. — * 

When the size of business began to grow larger 
and larger, and the risks of business began to 
multiply, too, it became difficult for a few partners 
even to invest a sufficient amount of capital, and 
hence the partnership system was substituted by the 
joint stock system. 

A joint stock company is an association of a very 
large number of men with a very large quantity of 
capital organised to conduct business for gain with 
a joint stock ( joint capital ). It is formed to carry 
on business which requires too large a capital to be 
readily supplied by one man, or by even a dozen 
partners, e. g., the working of a mill, or a factory, or 
a bank, or the building of a railway or steamship. 
It not only enables a large amount of capital, and a 
variety of talents to be brought together, and the 

* Joint Stock Companies 

The Indian Companies Act allows any 7 or more persons 
who ^comply with certain conditions — the publication of a 
prospectus whereby the founders or the promoters of the company 
declare the scope of the company, the capital required and the 
number of shares into which it is divided, the conditions of 
subscription and payment, the advantages and profits expected, 
etc., etc. — to form a company and get ‘it registered with the 
Eegistrar of Joint Stock Companies in the province. It allows 
these persons to raise capital, to divide it into a number of 
shares and sell them to the people, and to carry on the business 
with a Jimited liability on the part of the shareholders of the 
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responsibility for risks of such large business lobe 
shared by many persons instead of by only one oi 
two, but it also makes it possible for people with 
business ability and only small means to combine 
with people who are rich but have little business 
ability, and thus enables people with little business 
ability or limited means to turn their small resources 
to useful purpose The greatest advantage of a joint 

company provided the company hold3 itself responsible to the 
pnblic for accurate accounts and efficient management The 
accounts ol the company are public property and have to be 
maintained according to the rules prescribed bj^ tbe Registrar 
The shares of iho company can be sold or transferred by the 
shareholders at any time without the consent of the other share 
holders and any man can buy any number of shares subject 
to the rules of tbe company 

Such companies are managed by the Board of Directors 
elected by the shareholders from among themselves The details 
me canned on by the managing director or directors or only 
the managers who work under the control of tbe Board of 
Directors The directors dictate the policy, the salaried 
managers and their assistants run and superintend the business 
while the shareholders undertake the risks of loss or gam 
Capital of the Company 

The maximum amount of working capital upto which tbs 
registrar permits a company to extend the business is known 
as the authorised capital of the company 

It is however not necessary that shares be issued for 
this sum Shares may be issued for a smaller amount and 
this amount of capital for which the shares are actually issued is 
known us the issued or subscribed capital of the company 

Again the whole amount of the sh are need not be paid at 
once in the beginning and the amount of capital that bas 
been actually paid ip by the shareholders and received in the 
office of the company ia known as the paid up capital of the 
company 
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stock company, however, is that the members of a 
joint stock company, or the shareholders as they are 
called, have no individual liability to the creditors 
of the company for its debts. Their personal liability 
is satisfied if they pay the amount of the shares 
they hold. For instance, if l hold a share of 
Rs. 1000/- in a limited company, which fails, 1 can- 
not be called upon to pay a pice more than one 
thousand rupees, no matter what the losses of the 
company may be, and no matter whether other 
shareholders have paid or not. For this reason, 

joint stock companies are called limited liability 
companies. 

There are, however, some disadvantages of the 
joint stock companies, t( o. The joint stock business 
is alleged to be a capitalistic system of production — 
that is, in this system the interests of the labourer 
are completely sacrificed to that of capital. The 
gap between the employer and the employed widens 
giving rise to the evil of conflict between labour and 

The shares of a company may also be either ordinary, 
preference or deferred sJuu es. The holders of ordinary shares 
regulate the policy of the company, and are responsible for 
profits and losseB. If in any company there are preference or 
deferred shares also, the position of the ordinary shareholders 
comes between the preference and deferred shares. The holders 
of the preference shares have the first claim on the profits, though 
they get only a fixed rate, the ordinary shareholders come after 
the preference shareholder b, and whatever is left after paying 
off the dividend to the preference and ordinary shareholders 
both, is distributed amongst the deferred shareholders, who 
are generally very small in number, and who take very great 
risks — they got a dividend very seldom, i. e., only when the 
profits are abnormally large, but when they get -profits their 
Bhare is generally very large because of their small numbers. 
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capital-stakes and lock-outs Besides, there is 
divided responsibility and loose control Some 
companies are so big that it is not possible to fix 
the interest anywhere. It is ‘difficult in some cases 
to decide as to who is responsible when things go 
wrong Above this all, this system of business allows 
great scope for the practice of dishonesty and fraud 
by the managers, the ultimate risk-takers being the 
shareholders RaBh enterprises are frequently 
undertaken, aud, sometimes, bogus companies are 
set up, too After attracting capital from poor 
people, the founders or promoters of the company 
disappear altogether, thus domg a great deal of 
harm to credit and industry in the country 

In India joint stock companies have not made 
very rapid pi ogress foi several reasons lbe share- 
holders in this country are generally careless towards 
the management of their company, there is not 
sufficient supply of competent men to work as 
directors or managers, and sufficient help from 
banks is not forthcoming Because of inefficient 

Debentures are loans issued at a specified rate of interest 
The holders of debentures must be paid their interest before any 
dividend can be distributed among the shareholders Tha 
difference between shares and debentures is that the former 
enjoy profits and dividends while the latter are concerned only 
with their interest 

Note The typo of companies described above ib known as 
the public Joint Stook (or limited) Company The law however 
provides for another typo too — private Joint Stock (or limited ) 
Company In this typo the number of shareholders cannot be 
less than 3 or more than 50 It is not responsible to the public 
Its accounts can only be examined by the few shareholders o 
the company 
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management in many eases joint stock companies 
in India have acquired a bad name for getting into 
liquidation soon after they are born. 

However, there are now about 5,500 companies 
with a capital of about 350 crores and this form of 
organisation is to gain ground and one day become 
the predominant form of organisation, as is the case 
in the West. They are'of immense service, indeed, 
in bringing small incomes together, in removing 
the shyness of oapital, in making it more mobile, in 
making large-scale production possible and in 
solving the problem of India’s industrial backward- 
ness to a very great extent. Without them, we 
would not have such large factories and concerns as 
the Tata Tron and Steel Works', or the Suez Canal, 
or so many railways and steamships or even jute 
and cotton mills. 

Combinations and Monopolies. — * 

In these days of large-scale production and keen 
competition, business units sometimes combine to- 
gether and form what is called a combination*, 
or a combine. They do so with a view to drive out 
the competition of smaller firms and to force the 
prices up. 

* Different forms of combinations are : — 

( i ) Vertical combinations, A vertical combination arises 
when all the different stages of production from the obtaining 
of raw materials to the manufacture of finished products are 
combined and brought under one management, o. g., the United 
States Steel Corporation, which has its own mines of iron and 
ooal, carries its ore and ooal by its own railways and steamships, 
eto., eto., and is yet under one management. Tata Iron and 
Steal Works in India is another good example. 
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( u ) Housonial Combinations In tins form several firms 
or enterprises of the game kind combine together under one 
management e g the American Sugar Refining Company 
which hag been formed by a combination of many large sugar 
refineries under one management Standard Oil Company of 
America, w another good oxunplo 

( m ) Trusts mid Kartells Those are typos of horizontal 
combination When the share capital of several comp°ting 
firms is combined together and new shares are issue 1 in the 
name of a separate now company, the combination is known as 
a TrnBt When there is only one association or federation of 
firms for restricting output and fixing the prices and the 
different firms do not lose their individuality the combination 
is Known as a kartell Tho former type is mcro common in 
USA and the latter in Germany 

( iv ) Pools rtngs and corners Sometimes producers combine 
together to form a pool o g the pooling by ice f ictorles in a 
town, so that Ihe price may not fall in consequence of compe- 
tition among them or a ring or a coiner to regulate supplies of 
the market so us to increase pneo e g , the combining together 
of speculators m Bombay to purchase all the cotton in the 
market so that they may ha\o a monopoly ol It and may sell the 
eame later on nt whatever prtco they chose 

Advantages gained from Combinations are — 

(1) Economy of large scale production and lowering of costa 
as a result of it 

(3) Economy of freights and marketing due to large scale* 
business 

(3) Elimination of ruinous competition 

(4) Stability of prices (These combinations can secure a 
Btable price by proper adjustment of supply with demand 
Hence there is no chance of over-production and wastage The 
Standard Oil Trust of America is a good example of bow It bai 
controlled the prices of oil throughout the world and avoided 
wastage by proper-adjustment of demand and supply) 
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Injuries done are : — 

(1) They disregard the interest} of the consumers sometimes, 
and raise the prices higher. They can do so because they have 
more or less a monopoly. 

(2) They also sometimes adopt many unfair means for shutting 
out competition, e. g., discrimination of prices in different 
areas and preferential treatment of ‘favoured’ consumers to 
the detriment of other consumers. Firms are known to charge 
higher prices from persons who are more eager to buy, who are 
rich, or who live in fashionable quarters, while charging a 
lower price from persons who are poor and less eager to buy. 
Also they charge a lower price at one place — where they have 
to face a little competition; and to make up this loss they charge 
a higher price at another place where they have an absolute 
monopoly. 

(3) A good deal of corruption spreads among politicians and 
statesmen, who are responsible for - carrying out the policy of 
protection, etc. Having vast resources at their command, they 
bribe them to get laws passed in their favour. 

(4) The elimination of competition results in the closing 
down of less efficient firms, and the killing of enterprise. The 
consequence is unemployment of labour, and displacement of 
capital. Besides, combinations command such a power in the 
labour market as to be a constant terror to the labouring 
classes, who are at their mercy. 

Remedies for these abuses of monopoly are: — 

(1) Fixing of prices’ by the State. There are, however, many 
difficulties in this. For example, in many cases commodities 
cannot be standardised and graded, and no maximum price can 
be fixed in those industries where competition is in terms of 
quality and marketing efficiency leather than of price. 

(2) Fixing of a limit on profits rather than in the price. 
- This is also difficult in. practice, for certain industries cannot 

be so readily controlled. 

(3) Giving publicity to the objectionable practices of the 
monopolist and thus controlling the exploitation by means of 
public opinion and propaganda “Light is the sovereign antiseptic 
find the best pf all policemen/ 1 
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Co operation. — 

All 6bo forms of bustness mentioned above ate 
conducted in a selfish spirit. jNo matter whether 
the business is owned and managed by one man, or 
two or more partnors, or by the company, and wlic 
ther it is managed under conditions of monopoly or 
competition, the tendency is to reduce the wages of 
labourers, and to oust weaker producers by unfair 
competition Hence some people have thought of 
mitigating these eviis by means of co operatioD 


(4) Taking over of the ownership and control of sack 
monopolistic concerns (For axmaplo, Railways, Tramways 
Electricity works etc ) 

[ Since the Great European TVar, however, tho formation 
of capitalistic combinations has begun to bo considered 
as desirable foi tho "Rationalization” of basic industries a 
Dame given in Germany to the pOBt-war tendency towards the 
formation of national and international agreements and 
combinations in industry and trade, with a view to controlling 
tho output, fixing prices, etc , and thus carrying on a tfteBbifc 
Boheme of cost reduction in the interrest of national economy 
This is, m fact the basis for economic planning 

The object of rationalisation is to remove the wastes of 
competition Suppose the Indian boots and Bhoes metusty i* 
rationalised, their expenses incurred by individual firms on 
advertisement will be saved Further, production, in rattonsli 
zatioo, will ba concentrated in the more efficient works —the 
Afnatf dvKunsvrS sw ifcr OKf >hr «nbwwif <sbmT A 

woika will be pOBSible, &Dd finally cross transport charges will 
be eliminated For example if India is divided into zones— 8*7 
Northern, Southern Eastern, Western, & Central Zone3— then 
under single control the industry wilt supply each of these 
zones with the product of factors' located in the zone under 
competition, a Southern India factory may Ball goods in 
Northern India, and vice versa ] 
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• Co-operation is an association of individuals to 
secure a common economic object by working in an 
unselfish spirit. In its ideal form, the shareholders 
in a co-operative system of production are the 
workers and masters both. They take the entire 
responsibility of risk and at thesame time carry on the 
production themselves. The advantages of this form 
of organisation are many, if the members have a 
sense of duty, mutual confidence, and a realisation of 
the ideal “each for all and all for each". But in 
actual practice, co-operative production has seldom 
proved successful due to petty jealousies, inefficiency 
of management and lack of discipline. 

Similarly, there arc consumers’ co-operative socie- 
ties i.e.,-associations of consumers engaged in retail 
trade and sharing the trading profits among their 
members. A number of such societies may combine 
to form a wholesale society which supplies the retail 
societies and may engage in production — e. g., grow- 
ing wheat, making clothing, running a bank and 
so on. 

Producers’ Co-operative societies, in the same 
way, are associations of producers marketing the 
products of their members, and sharing the trading 
profits among them. Such societies are found 
in Denmark, etc., etc. , 

[ Bead Vol . II Chapter 10 , page 168 , footnotes. ] 

State Management. — 

In many countries governments have begun to 
manage businesses which formerly were in private 
hands. For example, the G-overnment of India 
construct railways and canals, runs post offices, 



etc., etc Ruasm and*Germany have gone farther 
and have been carrying on regular schemes of 
planned economy in their countries. 

Gonolusion : 

'ihe general conclusion is that there are different 
types of pioducttva organisation, and most of them 
can be seen side by side in the country The 
common feature, however, of mudrn organisation 
is the introduction of specialisation division of 
labour, and large-scale production We Bhall 
proceed to discuss them in the next two chapters. 


QUESTIONS 

1 Account for the nae of the entrepreneur class in the 
modern buaineB* -world What are the functions of an entre 
preneur 9 

2 Distinguish betwoen organisation and enterprise Fully 
explain their importance in the modern system of production 

3 What is a Joint btook Company ? What are its ad van 
tages and disadvantage ? 

4 Write on explanatory note on Shares ( Ordinary Prefa 
ronce and Deferred ) and Debentures issued by a joint stock 
company What is meant by authorised capital subscribed 
capital and paid up capital ? 

3 What are the various typos of industrial organisation mat 
with m India ? Briefly discuss their advantages and dis 
advantages. 



CHAPTER 15 

DIVISION OF LABOUR 

Diyision of Labour. — Iu a business unit; in 
modern times the whoie of one process is not per- 
formed by one labourer, but is divided among many. 
This is called Division of Labour , or combination, 
co-operation or association of labour. 

“The splitting up of a task into its sub-processes 
and performance of each process by different 
individuals is called the Diyision of Labour”. 

[ Division of Labour is said to exist whenever several 
persons work together. But it may be simple or complex. 
Simple division of labour is that form of co-operation in which 
all the labourers perform the same kind of work, e.g., when 
several persons roil a log of wood down a bill to carry it to the 
bottom. Complex division of labour is that form of co-operation 
in which the work of each labourer or group of labourers is 
different, even though all the labourers may be aiming at having 
a common result, e. g., when one man carries on spinning, 
another weaving, etc., etc. 

Again, division of labour may ba found between groups of 
labourers who are not related to one another, e, g., when a 
group of labourers grows cotton in Gujrat, another transports 
it to Bombay, a third makes it into cloth. Or, division of labour 
may be found among labourers working under one organisation, 
e. g„ when in a factory a group of labourers works the power 
engine, another does the spinning of yarn, a third do9s the 
Weaving of cloth, and a fourh does the bleaching or dyeing. 
Strictly speaking, the former is no f division of labour, while the 
latter is. Division of labour is said to exist when the work of all 
the labcuiers, whether similar or different 1 is under the same 
supervision and management* ] 
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Forms or Kinds of Division of Labour — 

(1) Division into trades and professions or 
occupations 

In this foirn of division of labour, different 
occupations are taken up by different groups of 
men, e. g , farming, cloth-making, shoe-making, etc 
Each craftsman does his work from the beginning 
to the end Caste system m India is tbe best 
example of this kind of division of labour. 

(2) Division into small industries 

In this form of division of labour, different 
labourers give up working on their own account 
and co-operate together to work under a master 
craftsman or a ‘ boss” on wages. Each worker 
turns out a complete article from the raw materials 
supplied to him by the organiser, yet all work 
together under tbe same ‘‘boss’’ 

(3) Division into complete processes 

In this form, the work of production is broken 
up into several processes which can be completed 
in theinse'ves by groups of people working 
independently of other groups Instead of the cloth 
netng made by one man from raw cotton ? tbe growing 
of cottou, the gmmng of cotton, the spinning of cottou, 
the weaving of cotton, and tbe dyeing of cotton 
cloth are dom by different workeis, each of whom 
becomes specially skilled in his own line of 
work Similarly the woollen industry is divided 
into several big stages — sheep rearing, spinning, 
weaving, dyeing, etc And in the same way in 
making a door plate, complete processes like minmg 
smelting, rolling, and smithery are required, so 
also lumbering sawing and actually turning a piece 
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of wood into a table in carpentry. Bach of these 
processes is performed by different groups, though 
the efforts of all these groups are directed towards 
making one and the same thing, Bor example, the 
work of the agriculturist is over as soon as he has 
grown and harvested cotton; the work of the ginner 
is over when be has cleared cotton of its seed; the 
work of the spinner is over when he has converted 
ginned cotton into yarn; and the work of the weaver 
consists., only in converting this yarn into cloth. 
The efforts of all the people working at complete 
processes may have to be co-ordinated; but the 
different processes are performed by different groups 
under different heads, and such division of labour 
is known as division into complete processes. 

(4) Division into fart-processes or incomplete 
processes : 

Jn this form every complete process is again 
split up into many sub-processes, and these can be 
taken up by different individuals or groups of 
producers. Each of the processes — ginning, spin- 
ning, weaving, etc. — is sub-divided into vaiious 
processes. For example, in weaving, there is 
preparing the warp, sizing it, passing the warp 
through the frame, putting it on the loom, etc., etc. 
Similarly, in making matches one set of persons 
is responsible for cutting blocks, another for making 
chips, a third for dipping these chips into solution, 
a fourth for making out parts of the match-box, a 
fifth for putting the chips into boxes, a sixth for 
labelling the boxes, etc., etc. 

( 5 ) Territorial division of labour — or geographical 
divisioji of labour— or localisation of industry : 
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The extensive development m the means of 
transport and eomrauai cation has made possible a 
form of division of labour determined by geogra 
phical conditions of localities Phis is known as 
territorial or geographical division of labour or 
localisation of industries It enables crops And 
industries to be produced or carried o K aQ d deve- 
loped in those places that are most suitable for them 
and most likely to make them profitable For 
example, the soil and climate of Bengal have 
enabled her to specialise in the production of raw 
jute, Berar and Gujrat have been the home of 
ootton-growiug due to the presence of black cotton 
soil and a suitible climate, and U. P and North 
Bebar are tbe centres of sugei industry Bimilary, 
jute industry has been locUised in Bengal cotton 
industry in Bombay, aiming m Bebaf aud 0ns3a 
shawl-making m Kashmir, locks at Al 1 S ar h, sports 
goods at Sialkot, watoh making in Gen£ Ta j cotton in 
Lancashire, silks in France, wooll ln Australia 
chemical mdutries iu Germany, otc, etc [Examples 
of industries not suited for localizations ai' 6 busemt and 
bread making cud chocolate industries eleotn 0 *^ engine nng 
furniture which is generally ij ade to order ] 

Note — These arc tlia various forma of divisi on of labour no 
doubt but when we ordinarily use tho term we mean by it the 
divis on of one industry into various processa3 i* n d 0U b P roee93e3 
and entrusting evoiy one of those processes or 8U ^ processes to 
a nutnbei of labourors or a group of labourers Y^o can perform 
them most efficiently because of some Bpecial training or aptitude 
that they might have for doing that work Tbi2 may therefore 
equally well be termed Specialization of labour which oarres 
so many advantages with it An idea of these advantages can 
be formed by the following illustrations fr<? m BENHAII • 
Suppose that two men both make exactly the same hod of 
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simple wooden toy and sell their toys in the streets. Suppose 
the first man can make 20 toys in two hours but takes sis hours 
to sell them, while the second man takes six hours to .make 
20 toys but only two hours to sell them, If the two men join 
forces, the first — specializing on making — can make so in eight 
hours and the second — specializing on selling — can sell these so 
in eight hours. Their combined output is doubled by division of 
labour and specialization. ] 

Advantages and disadvantages arising from 
division of labour. — 

Advantages i 

The advantages arising from division of labour 
are as follows : — 

( 1 ) Increase in sMU—~' The first advantage of 
division of- labour is the increase in skill, which 
arises from doing the same thing over and over 
again. In a large factory each individual labourer 
is required to perform only one function, day in day 
out, year in year o»$:, with the result that he becomes 
perfect in his art — ‘‘Practice makes a man perfect.” 
The concentration of hand and mind upon a few 
movements causes the muscles, brain and eye to act 
ahnost-automatically, quickly and accurately. Almost 
any person can fold a newspaper, but a skilled 
Daftri will fold a dozen in the timo he takes to 
fold one. 

(2) Saving of time — If there is division of labour, 
and each man does only one kind of work, no time 
is lost in changing tools, in passing from one process 
to another, or in going from one place to another, 
while if there is no division of labour, the labourer 
has not only to move his position and change his 
tools, but also requires time to adapt his hands to 
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the new appliances and fix his thoughts on the new 
task or process. 

. (3) Savtm / of tools - There is an economy of took 
and machinery in division of I ibour. For 10 chairs, 

10 sets of tools won't] be required, if each carpenter 
makes a clm\r from beginuiug to cad; but i( there 
is division of labour and each carpenter docs only 
one part of work, one set of tools would be 
enough for all the 10 carpenters, as each would be 
using only 1 tool out of tho sot. Specialisation econo- 
mises tools. 

(4) Adaptability of task to the ability of 
toot hen — propei classification of ieoilei&“- When 
there is division of labour there if? a great variety 
of occupation so that there is always some kind of 
work for every individual from the dullest to the 
ablest ; and even women, children and crippled or 
blind people can be provided with work; and 
production as a whole benefits because each man 
can bo assigned the job for which he is best fitted. 
For example, production would bo better if a raan 
does tho work that requires great strength, and a 
woman does the work which requires less strength, 
while a child docs the work which requires the Iea fl t 
strength, than when all the three attempt all the 
kinds of work. In the latter case, the man would 
not be putting forth all his energy as he would also 
be trying light work, while the woman and child 
would he trying to do work beyond their capacity. 
Similarly, production would bo better if a graduate 
doete the work of a graduate and a coolie does the 
work of a coolie, than when a graduate not only 
does the work of a graduate, but also a work that 
could be easily done even by a coolie-boy* — e.g., the 
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work of simply putting the electric switch on or off. 
‘‘Each to bis utmost 5 ’ is a good motto in Economics. 

When there is no division of labour, a man has 
to perform all the processes himself. Thus, in order 
to be an efficient producer, he has to be master of 
all the processes. As he cannot possibly be equally 
efficient in all the processes the time spent on the 
one in which he is less "efficient is less productive 
than that on another, in which he is more efficient. 
But when there is division of labour be need master 
only one process and be efficiently engaged on that, 
leaving the other processes to other workers. 
^Naturally, division of labour and large-scale produc- 
tion are to be preferred — they make a more scientic 
selection of workers possible. 

(5) Extension of tile use of machinery — When 
there is division of labour it is also possible to 
make greater use of machinery, and when machinery 
is used, not only production becomes superior and 
economical, but labourers are enabled to pass from 
'one trade to another, for machines are more or less 
alike, and there are a number of other advantages. 
( Read Advantages of Machinery , Chapter 13 ) 

.(6) Reduction in the period of apprenticeship — As 
the processes are divided and sub-divided and each 
labourer has to attend to only one particular piece 
of work, time and effort are saved in learning the 
work, for it is much easier aud more economical 
to learn one branch of a craft than to learn it in all 
its branches. For example, a man can sooner learn 
to make the spring of the watch merely than to 
make the whole of the "watch. If he takes two years 
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to take an M A, in one subject, he will ordinarily 
take six years for taking an M. A in three subjects 
1 (7) Hows of labour are shortened, and the worker 
is allowed greater leisure for physical and mental 
recreation in pursuits and hobbies not connected 
with his work, for self-educatiou and culture. 
Besides, his association with many fellow- workers 
not only provides him with greater opportunities for 
self-expression, both within and without the work* 
Bbop, but also brings a senso of unity and co- 
operation umjug the workers who become class 
conscioub, 

( S ) Promotion of inventions — A man engaged 
with only one process has better opportunities to 
observe defects in machinery and tools, suggest 
small improvements in them, and thus promote 
inventions 

AH these evidently lead to met case of output at 
less cost per unit, that ip, nuke production cheaper 
m every way, itid ever) one benefits Producers 
benefit because tliey get more profits resulting from 
low prices and large sales, workers benefit because 
they get higher wages and greater Ieisuie, aud con 
Burners benefit because they can get things for con- 
sumption cheap 

Disadvantages }— 

(1) The wn) Jet loses his shJl and sense of lespon* 
sibihUj He becomes simply a machine tender and 
has no personal pride tit thejnochictum . If a worker 
is engaged ,in the producuon of a whole article, he 
has a sort of satisfaction when he finds his work 
completed, aud sees the object of his toil before him 
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His artistic sense is satisfied and he takes a pride in 
the thing produced. He has also the natural urge 
for doing the thing thoroughly and well. This is not 
possible when be does not produce the whole of the 
thing, but only a pait of it, A naan naaking only 
the spring of a watch, say, cannot think of presen- 
ting a whole watch to his friend even after years of 
work. He knows his own task only and no other. 
He cannot oomplete the work himself. The work 
of each labourer is dependent upon the work of 
others. In fact, in big factories there are to be 
hand labourers whose sole work is to sura switch 
up and down. Monotonous wotk with machinery 
under the system of division of labour cramps the 
mind and makes it narrow. 

However, this is true only to a small extent. The 
use of machinery and introduction of division of 
la, hour mean less physical and higher mental work. 
So at the end of the day’s work his physical energy 
is kept up and his mind is alert. At least Henry 
Ford denies that mechanization has a deadening 
effect upon the worker’s mind. 

(2) The labourer becomes dependent upon the 
employer. He no more leads an independent life, 
but works as a servant of another. In addition to 
this one class of labourers becomes entirely dependent 
upon another class. If a certain thing goes wrong 
at one place, it must have its effect on the whole 
industry. Andjf there is dislocation in one depart- 
ment the workers of another department suffer for 
no fault of theirs. 

(3) The introduction of the factory system leads 
to the crowding of people into cities , the atmosphere 
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oj the town* becomes dirty, and 'the health ojlkt 
people stiffen; labourers have to tive under insanitary 
conditions and have to bear the nervous strain caused 
by the noise and din in the factory ; unemployment 
is brought about by the use of machinery, and there 
are frequent loch outs and strikes, etc., etc. Direct 
personal contact between the employers and the em- 
ployed is missing to this extent that it would not be 
surprising for an employer not to be able to recognise 
his own employee. 

However, the advantages of division of labour far 
outweigh the disadvantages ; nnd the defects ate all 
remediable. In fact the factory workers of today have 
less work higher standard of living and wider interests ; 
and production today is greater than it ever was before 

Limitations of Division of Labour. — 

Dlvisiou oflabour has, no doubt, tuauy advantages, 
aud leads to an mr reaee of production. But there 
are two pre-requisites to a greater division of 
labour : — 

( i ) Division of labour is limited by the extent 
of the mar het. 

In order that there may bo division of labour, 
it is necessary that there must be a wide market 
'If markets for the sale of the products of an 
industry are available, production improves *s£ 
division of labour is possible; if they are D0 * 
available, production sIowb down and there is c0 
soope or occasion for increasing the production o r 
introducing division of labour. Unless the market* 
are wide, there can be no large-Bcalc production; 
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unless there is large-scale production, there can be 
no division of labour in the modern sense. 

Let us try to understand this by means of 
examples. A cloth mill produces a thousand bales 
of cloth every day. Why does it produce so much ? 
Because all the cloth can be sold in the market 
Supposing the markets are not -wide, and all the 
cloth cannot be sold off, will the mill still produce 
so much ? Evidently, no. And when the mill does 
not produce in large quantity, division of labour 
also cannot be extended very far. Naturally we 
say that division of labour is limited by the extent 
of the market. 

For similar reasons, a doctor whose practice is 
confined to a small village cannot afford to specialize 
upon one particular branch of his art. Nor can an 
island, eminently suitabe for growing bananas but 
unable to export, afford to specialise in the 
production of bananas. Nor, again, can a city 
afford to have an underground railway unless the 
volume of traffio is large enough to warrant the 
expenses of constructing and running an under- 
ground railway. Before there is division of labour, 
or specialization, there must be large-scale production, 
and before there can be large-scale production, 
there must be a large demand and an extensive 
market. 

(ii) Division of labour is limited by the nature 
of the employment. 

There must be continuous production, if there 
is to be division of labour. If there is only 
intermittent work, as in agriculture, the worker is 
obliged to find other occupations during the slack 
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period, and in that case the greatest amount o{ 
economy cannot be secured from division of labour. 

Localisation of industries. — 

Causes . 

(1) Physical andclwiatic conditions — Tbe climate 
of Laueashne ib suitable for the spinning of cotton, 
and, therefore cotton spinning has localised there 
Similarly, the damp climate of Bombay is more 
suitable for tbe spinning of finer yarns than tbe 
climate of other places m tbe country, and the 
industry has localised there. 

Physical and climitic conditions also determine 
the distribution of law materials and of sources of 
power, and, as we shall just see, the nearne e 3 to 
these pi iys an important part in bringing about the 
localisation of an industry m a certain place. 

(2) Nearness to raw materials and soxtices cj 
Vowei piovided by natuie — Sugai industry has 
developed in the United Provinces aud Behar 
because these prounces grow sugarcane m large 
quantities, juto industry has been localised in 
Bengal, because Bengal has a monopoly of jute 
supph , and tbe Tata Iron and Steel Company has 
been located at Jamshedpur because the chief 
sources of raw materials of the industry — iron and 
limestone — as also tbe source of power — coal— are 
both found there c ose together Similarly, when coal 
was tbe chief source of power, industries m Englaud 
wero situated near coal mines, and when water 
power began to be used, weaving machines were 
installed near sources of water-power. 

(3) Nearness to markets — Accessibility to markets 
for purchasing raw materials or for selling the 
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finished product is another imporbaufc cause for 
localisation, because the eosr, of transportation is 
thereby sufficiently reduced. Bata’s have built a 
shoe-factory and Lever Brothers have opened the 
Sunlight Soap factory iti India, and Swedish people 
have transplanted their match industry to India, 
simply to be within the easy reach of the consumer. 
Similarly, several cinema houses have started work 
in Bombay and Calcutta, because cinemas are quite 
favourite with the people there. ( Of course, there 
may be obbere reasons, too. ) 

(4) Arbitrary and semi-political reasons have 
been the other chief factors in the' localization of 
industries. Thus the patronage of a court was the 
most important reason for the localization of certain 
industries of Delhi, Lucknow, Murshidabad and 
-Dacca. The making of things of .worship in 
Benares has its origin in the religious importance 
of that city. So on and so forth. 

(5) Momentum of the start — This is another cause 
for the localisation of au industry. The very fact 
that a certain industry was started in a particular 
place is of sufficient advantage in the persistence 
of the industry there. For example, knives and razors 
of Shefield and the watches of Switzerland are 
reputed through out the world, and it is quite natural 
that new firms -will be started in Shefield and 
Switzerland to take advantage of the marks ‘‘Shefield 
make” or ‘ Swiss make” Examples in India are: — 
Lock industry at Aligarh, metal-ware industry at 
Moradabad, scissors making industry at Meerut, 
knife industry at HathraSj Bports industry at Sialkot 
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and blanket making industry at Muzaffarnagn. 
All these industries were localised at the different 
places mentioned, for no speoiaj reason except that 
they were somehow or other started in those places 
once, and those who wanted to start the same 
industry later on, preferred to establish it there. 
Earlier firms attract a number of other firms in that 
industry, aud once established the industry sfai/t 
on, because localisation carries with it many 
advantages : — 

Advantages : 

(1) When an industry is localised its pioducts gain 
a reputation, which secut es for them a good marlti. 
Dacca muslius, Murshidabad silkR, Kashmir shawls, 
Jamnagar sarotas , and Aligarh looks, are example 1 ? 
in point. 

(2) Labour and capital become specialised ^ t« 
course of time , and aie easily available . For 
example labourers who can make locks and 
capitalists who are willing to invbst capital in the 
lock industry, can both be had at Aligarh more 
easily than at any other place, and the parts and 
accessories lor making locks, even ready-madfl 
packing boxes of different sizes can be eaedy bad 
there, although Aligarh is uot a very big place* 'd'b® 
labourers having a particular kind of skill go to a 
particular place where an industry is mainly carried 
on and find a market for their skill, because there 
are many employees engaged in that industry in 
that place, aod the employers get an abundant 
Bupply of skilled workmen ready at haud. Similarly, 
capital becoai34 specialised and unan* of transport 
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become adapted to the requirements of the industry, 
e. g., motor lorries and railway sidings and special 
trucks for special purposes are introduced, resulting 
both in cheapness and convenience of transport. 
Localisation of industry sometimes leads to the 
development of banking facilities even, and thus the 
industry gets an adequate finance. 

(S) Specialists engaged in several firms can put 
their heads together, and devise means for the 
improvement of the machinery, organisation of the 
business, the processes of production and marketing 
of products, also for the adequate supply of finance, 
raw materials, machinery, etc. Besides, when one 
firm profits by the experiments, other firms can 
utilise them promptly. 

(4) Subsidiary industries of all hinds grozo zip 
in the locality , say, for supplying the necessary im- 
plements and machinery used in the main industry, 
or for marketing or ware-housing the products of 
that industry, or for utilising the waste product of 
that industry, or even for carrying on other connec- 
ted industries, e. g , of dyeing and printing at a place 
where spinning and weaving industry is localised or 
of gut-making at Sialkot where the sports-goods- 
making is specialised. As a result of this, it be- 
comes possible for the junior memberEs of the family 
of a labourer employed in the main industry, to get 
Jobs in the subsidiary industry and thus add to the 
income of the family. 

However, there are some disadvantages, too, of 
localisation. 
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Disadvantages i ' 1 

(7) The locality becomes dependent a little to a 
much on one industry , and if 9 for any reason there 
is depression in this industry, people are hardly hit 
and there is *i gicat deal of unemployment and 
misery. 

(2) A localised industry suffers also from du~ 
advantages as a marlcet for labour y if the work done 
in it is exclusively of one land. For instance, it 
has been pointed out that in those iron districts of 
Euglaud, in which there are no textile or other 
factories to give employment to woin^n and 
children, woik is such that only strong InPii cm do 
it, with the result that the wages of these strong 
men are high, and, there foie, the cost of tahour to 
tbe employer is high, but the average family 
incomes arc low. 

(3) Localization leads to congestion and over * 
crowding. This raises the house louts and prices, and 
the consumers of the locality suffer. So both the 
employer and the workmen suffer. 

The obvious remedy is to establish supplementary 
industries that take up the waste produce, or 
provide tools and machines which will provide 
employment to women and children, and thus 
increase the average income of the family and 
reduce the high cost of labour in the mam industry. 
These will intensify the evils arising out of 3 above, 
but they will, to some extent, leduee the evils arising 
out of 1 and 2. In fact, localisation itself bas germs 
of this remedy — it leads to the growth of supple- 
mentary industries. 
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Iu recent years, however, there has been a ten- 
dency towards decentralisation ( Spreading of the 
industry over a large area). This has become possible 
because of several important causes — the growing 
use of electricity, improvements iu transport and 
communication, etc., etc. A great difficulty in the 
way of decentralisation, however, is of obtaining an 
adequate supply of suitable labour. 

QUESTIONS 

1. Carefully explain division of labour. What are the 
different forms of division of labour ? Give examples. 

2. Describe the advantages and disadvantages of division of 
labour, and show how it is related to production on a large-scale. 

3. Explain carefully : “Division of Labour is limited by 
the extent of market/’ Illustrate. 

4. What do you mean by the localisation of industry ? Are 
there any localised industries in India ? What are the causes 
that bring about localisation ? What are its advantages ? 



CHAPTER 16 

LARGE-SCALE PRODUCTION 
AND 

SMALL-SCALE PRODUCTION 

The Scate of Production. — 

Production may be ou a large or on a small- 
scale, There are eomo advantages of each, and that 
is why both the scales of production have persisted, 
ven in our times The general tendency, however, 
is towards large-scale production. A conspicuous 
feature of the economic life going on all around us 
ib that commodities at present are produced in 
big factories with the help of most complicated 
machines, and thousands of labourers work under 
the same roof and under the same masters We 
shall consider below the advantages of this type of 
production. 

[ The whole work of production consists of three 
parts, viz , ( i ) work before the production 
is taken up in the factory, e g., the purchase, and 
bringing together from outside, of raw materials) 
machinery, coal or othor source of power, etc , etc , 
( n ) work in the factory, e g, the actual work of 
production — spinning, weaving, bleaching, djeiug, 
pressing, etc., etc , and (m) work after the production 
in the factory is over and goods are ready for being 
passed ou to the consumers And, accordingly! 
the advantages from a particular scale of production 
relate to these three stages 
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Those advantages which are derived from ( i ) 
and (i ii) above are called external economies, e. g., 
cheap purchase of raw materials, better transport 
facilities and large markets, etc., etc. These are 
economies which arise out of the general growth of 
an indlcrstry and are enjoyed by all the firms in that 
industry. For example, if machines become very 
cheap, or, if the industry is localised in a particular 
area and enjoys the advantages of localisation, e. g,, 
■cheap raw materials, better transport facilities. 
etc. 1 , etc. All these economies will become available 
of their own accord to all the firms in the industry, 
and all producers will benefit by these economies 

Those advantages which are derived from 
(ii) above are called internal economies, e. g. 
bringing together the best agents of production, 
combining them in the most efficient proportion, 
proper classification of work, effective supervision 
and control, etc , etc. These are economies which 
arise within a particular establishment or factory, 
and are peculiar to it — they are not due to the 
general growth of the industry and thus are not 
common to all the producers in the industry. For 
example, if the business is conducted on a' large* 
scale and a producer introduces elaborate division 
of labour among his labourers, and makes use of 
up-to-date machinery and effective methods of 
advertisement, all these economies will make it 
possible for him to have greater output at less cost. J 

3 < 

Advantages of Large-scale Production. — 

A. ECONOMY IN PREPARATORY EXPENSES 

(2) Economy in buying : A large business buys 
raw materials' and machinery in large quantities, 
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and can settle better terms with the producers ol 
raw materials, fuel and machinery. Even trans- 
port becomes cheaper, for railways allow concession 
rates of freight when full wagons are reserved. 

B. ECONOMY IN PRODUCING OR MANU- 
FACTURING 

(2) Ab a large number of labourers have to be 
employed on a large-scale, division of labour can be 
put to the utmost , and this is a great advantage. A 
large business can keep employed every man m bis 
right place and the loss that proceeds from em- 
ploying higher skill on lower-grade work in case of 
a small firm can be avoided- Besides, the head of 
a large business, after securing managers, clerks, 
foremen, labourers, etc., can leave much of the 
details of the work to them, and can devote himself 
wholly to the work of organisation and to the 
question of policy. In a small industry the head 
cannot afford to keep specialized men for each 
department and sub-department. But this can be 
done in large industries. The bead of a small-scale 
business has to spend much of his time in the details 
of his business, and has no time for considering 
larger problems. 

(3) Most up-to-date tools and implements and 
machine) y can be utilised, and thus the expenses per 

'rtAVtfi vu Wgb hwHmmb ‘thran iru Tt vaftlh vm. 
For example, a 20 horse-power engine Will do doable 
the work that a 10 borse-power engine can do, and 
yet it will not cost twice as much as a 10 horse-power 
engine, uor will the cost of working it be doub'e— a 
qualified engineer can look after a superior power 
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engine at the same cost as be can an engine of a 
low power. Similarly, an ocean steamer of 10,000 
tons can carry freight more cheaply than one of 
' 5,000; and one of 20,000 tons more cheaply still. 
[ The carrying capacity of a ship increases roughly 
with the cube of its dimensions, in the same way as 
3x8x3 box holds 27 times as much as 1 x 1 x 1 box. 
The bigger ship needs less equipment and fuel and 
crew per unit of carrying place. And the same 
general principle applies to steam engines, electric- 
power plants, water-works, flour mills, etc., etc. ] 

Again, many things must be a certain minimum 
size in order to give a cheap commodity or service. 
For example, to build a railway, a certain minimum 
expense must be incurred in making lines, stations, 
carriages, engines, etc., etc., and unless the volume 
of traffic is large enough, the cost of service is sure 
to be prohibitively high. For example, the expenses 
of running a train from Aligarh to Calcutta will 
^remain almost the same whether the number, of 
passengers travelling by it is large or small, but the 
cost per passenger in one case will be much higher 
than in the other case. With a small number of 
passengers the train service cannot be utilised to 
full capacity, and the cost per unit is high. In the 
same way, there is a minimum to the size of a Lino- 
type printing machine, a blast furnace, etc., etc. 
Such things would not be worth installing if they 
had to remain idle, because the demand was small, 
or the number of workers was small. - 

( 4 ) Technical experts can be employed in every 
department , best sources of poiver can he introduced 
and huge sums of money can be spent ' in carrying 
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on experiments and research worl with a view to 
improve upon tho existing methods and to introduce 
new designs and patterns A flmall firm cannot 
afford to pay six or seven thousand rupees a mouth 
to an engineer, or to spend a large sum on hydro 
electric insfcakatton, though Tafcas have been able 
to do this 

Special workshops can also be started for repairs 
of machinery and special machines can be usedm 
storage, packing, eto, etc. For instance, Brooke 
Bond Tea Company can afford to have air-tight 
packing for their tea, aud many ordinary big firms 
have their own wrappers and caBeB aud whole-titne 
expert packers, and even a separate printing depart* 
mant for printing leaflets pamphlotB, cards and 
wrappers. 

Economy of utilization of by-products — 

(6) In large scale production, nothing is thrown 
away. Even small things are made use of. By- 
products which bring nothing to the small producer 
and are generally wasted mean a real gain to one 
who produces on a large scale A small carpenter, 
for example, simply throws away the saw-dust, but 
the owner of a big saw mill either uses it as fuel m 
his own concern, or sells it to some ice factory in the 
hot season, and while formerly the husks in a rice 
mill had to be removed and destroyed, involving 
some costs to the mill-owner, the boilers and engines 
are so constructed today that the husks nsed 
never be destroyed aB they can be used as fuel 
Similarly, a big cotton mill can spin the waste 
cotton into yarn to be used for darnes and carpets, 



( 247 ) 

but a small mill cannot afford to set up a freBh 
machine for the'purpose; a large woollen mill can 
have a department to utilise the cuttings and Bhreds 
of woollen pieces and yarn in making felt caps, 
hats, and blankets; and a large sugar factory can 
set up plants to manufacture power alcohol from 
the molesses which are a by-product of the sugar- 
factoary. The utilization of by-products has reached 
the highest pitch in the food-paekiog industries of 
Chicago, where not a hair is wasted of the animals 
which reach the slaughter-houses — horns hoofs, 
blood, bones, intestines, hair, even the glands, and 
the grease on the skins, and marrow in the bones, 
are utilised for some commercial purpose or 
the other. 

C. ECONOMY IN DISTRIBUTORY EXPENSES. 

(6) Economy in selling and marketing : A large- 
scale business has many advantages over the small 
business even in selling. Selling of a finished 
article is very difficult on account of the growing 
competition of modern times, and advertising and 
canvassing through travelling and local agents have 
become almost a necessity. Large firms can spend 
large sums of money on all these things because the 
advertising cost per unit is very small when a large 
output is sold. [ Suppose a firm spends Rs. 10,000/- 
every year on advertising. If it produces # only 
10,000 units, the advertising cost per unit will be 
Re. 1. But if it produces 20,000 units the advertising 
cost per unit will fall to 8 as. per unit. Thu larger 
the quantity sold, the lower will be the selling costs 
per unit. ] 
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Besides, in the case of large-scale production a 
great saving is effected lu the ooBt of carnage from 
the workshop or factory to the wholesale merchants 
or the customers Some factories have fcheic own 
trucks to carry goods from the factory to the nearest 
railway siding Also specially roduoed rates for 
conveyance by land, or by sea, are quoted owing to 
the consignments beiu 0 so lar D e 
Limitations of Large-scale Production — 

A hrm tends to grow large owing to the econo 
imos of lar B e scale production outhued above But 
there are certain limits to large scale production, and 
to the econoin es ivailable in a large scalo industry 
“A large furn ice is more economical than a small 
furnace but a point comes beyond which further 
growth is uneconomical ” As a firm grows in size 
not only its advantages but its d ifficulties also grow 
1 here will be too wauy machines, too many man 
and too many departments And there must come 
a stage when the machine becomes too unwieldy to 
manage, when the increasing difficulties of co ordi 
nating and supervising the work of thousands of 
individuals and brauohes will swallow up all the 
economies of large-scale production ihe problem 
of co ordination is n. most serious problem 1 The 
big firm is a senes of wheels within wheels, an elabo 
rate hioraicby, tu which e\ery deeiBiou requires the 
cuntfiri'ifrng' uf rid nr awn, fde referring tfo tfiafimtn*, Abf 
permission of a third, the agreement of a fourth, so 
that decisions become endlessly delayed” 

First Limitation 

Largo scalo business oannot always be pushed 
further due to the opeiatwn of the Laio of Dm tn* 
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siting Returns at a certain age. There is a limit to 
the growth of business. If it went on expanding a 
point would be reached when the entrepreneur would 
be unable to control it, and the ‘‘costs of growth’’ 
would impede expansion. [ Read the Law of Pro- 
duction, chapter 17 - ] 

Second Limitation : 

There is danger that the scale of business might 
be increased beyond the capacity of the marlcet to 
consume the entire produce, and it is evidently no 
use for a shoe-maker, say, to produce a thousand 
pairs of shoes per day, gr for a cloth-mill to produce 
a thousand bales of long-cloth, unless they can all be 
sold in the market. After all, the object of produc- 
tion is sale, and the extent of matket determines the 
scale of production. Thus formerly when producers 
sold their goods only in their immediate neighbour- 
hood, the market was very narrow and the scale of 
production very small, while at the present day post, 
telegraph, railway, steamship, and banking, etc., have 
widened the extent of the market, and the size of 
business has enormously increased, too. But after 
all there is a limit to the growth or extension of 
markets and to the size of business. 

Third Limitation : 

Certain types of business are more successful on a 
small scale than on a large scale. For example, first 
class razors cannot be made wholly by machines — 
they need the attention of highly-skilled artisans. 
Painting and photography need individual attention. 
Shawl-making cannot be taken up on a large-scale. 
Lawyers and doctors' cannot give service to a large 
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number of people together And, tailoring and hair 
dressing, etc , cannot be organised on a large-scale 
Even in the case of agriculture, economies of large- 
scale production are modified to a very great extent, 
as the work m agriculture is seasonal and scattered 
over a large area, and there ia not much Bcope for 
division of labour Besides, the product maybe 
fairly costly to transport, and the consumers may be 
in a number of centres scattered over a wide area, 
so that the gam from produomg tn a large scale plant 
would be outweighed by the cost of distributing 
the product. 

Advantages of Small scale Production — 

Small-scale production has certain important 
advantages peouhar to itself : 

(1) Tho head of a small firm can supervise his 
business more effectively than a large producer 
can The master's eye is everywhere He can 
attend to every detail of bis business, and there is 
no shirking of duty or the production of a patchy 
work by the labourers over whom he keep3 a 
constant watch 

(2) There ib ho division of lespoimbiltty 0° e 
man — the bead — is tho head of all the departments 
Besides, there ib a much closer co operation between 
the employer and the employed, and as a result of 
the peisonal contact between them, there are no 
disputes among the labourers and the employers } 
while strikes and look outs are the chief characteristic 
of the modern industry on a large scale 

(3) When the demand for a commodity, or a 
particular type of it, is not very large, small-scale 
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production is more suited, e. g., cap 3 and turbans, 
‘Lungia’ and ‘Angochbas’ ‘Saris’ and ‘Lahngas’, 
shoes and ‘chappals’ of different designs and shades 
are used by the people living in different villages, 
and they can be made to advantage locally on a 
small-scale. 

(4) Where things are made to suit individual taste , 
e. g., in the painter’s or photograher’s or tailor’s or 
hair-dresser’s business, or where a work needs 
personal care and attention of the employer to every 
detail, e. g., in the manufacture of jewellery or of 
arts and crafts, the small business has an advantage 
over big business, which can only burn out things 
of a standard pattern on a large-scale. Necessary 
attention to individual consumers does not permit 
efficient handling of the processes on a large-scale. 

(5) The head of a small business, can worh 
independently in the congenial atmosphere of his 
home or tvorhshop with the co-operation of his 
dependants and relatives or a small number of 
labourers, but a large business requires an army of 
workers, who are attracted to the industrial towns 
along with their wives and children and-are compelled 
to live in slums and to work in the uncongenial 
atmosphere of the factory. Besides, the master of a 
small firm has the pride of ownership and sense of 
freedom which are lacking in the case of workers in 
a large firm who have often to echo their master’s 
woioe. 

It is due to these advantages' that the small firm 
still holds a place in industry' These advantages 
of Bmall-scale production have increased today due 
to the invention of small machines driven by 
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motor, oil, or electricity, and to the better financing 
and marketing made possible by Cooperation 
Besides, knowledge of scientific improvements a 
easily available to the small producer m modem 
times— through newspapers and books But the fact 
renmuR that large irale production has many 
advantages over smalhscale production, and the 
latter cannot stand in competition with the former 
And thus the tendency to large scale production 
baa become a prominent feature in almost all civilised 
countries of the world and undertakings now a 
days are so much larger than they used to be. 

Large scale prodution in Agriculture — 

'J hough large-scale production is the order of the 
day, this system of production is not so well suited 
to agricultuie as it t s to manufactures There are 
various reasons for this . — 

(i) Manufacturing operations are carried on 
under the same rouf, but agncullural operations are 
spread over lai ge areas of land and are of such a 
varying nature that they cannot be reduced to a fixed 
routine It is not possible , therefore, to make as 
profitable a use of highly specialised and ezpensnt 
machinery m agriculture as m manufacture Agn* 
oulture requires cultivators to move about with their 
toolR and implements, and heavy machines cannot 
he earned from place to place 

(u) Division of labour is also not possible in (ign 
culture to any great extent For example if we 
appoint a man for Bowing work only, he will have 
no work to do for a greater part of the year, for 
sowing cannot go on throughout the year. 
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(Hi) Even supervision work becomes difficult in 
agriculture , for agricultural work is neither conti- 
nuous nor concentrated, and it would be altogether 
uneconomical to appoint mauagers, assistant mana- 
gers, etc,, etc. 

(iv) When crops requiring minute attention and 
personal care from the farmer himself are raised 
large-scale production is altogether unsuitable. 
Flowers, fruits , and vegetables prosper very tv ell when 
managed on a small scale. 

However, we must remember that there are 
certain advantages which could be secured only 
when large areas of land are cultivated. A proper 
rotation of crops, the use of assorted and scientific 
manures, and specialised implements and machinery, 
a goo'd-drainage system and good roads generally 
go with larg-scale farming. Large farmers can have 
a greater command over scientific skill. They can 
afford to make experiments and introduce new 
methods of agriculture quickly and advantageously. 
There is economy in labour by the use of machine 
ploughs, and also 'in buying and selling wholesale. 
Moreover, numerous hedges and footpaths, that 
divide small fields are got rid of, and there is economy 
in the use of land. 

Thus we come to the conclusion that though 
large-scale production cannot be carried on success- 
fully to the same extent in agriculture as it can' be 
in manufactures, there is need for increasing the size 
°j farms in India and for introducing sgtentific 
farming on a larger-scale than at present. 
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QUESTIONS 

1 'What are the chief benefits arising out of large scale 
production? Indicate its limitations Give examples and refer 
to Indian industries 

2 How do you account for tha fact that small scale bus! 
ness continues to exist in India in spite of the advantages o! 
large scale production ? 

3 How far do you think it advisable to introduce large- 
scale production w Indian agriculture ? Give reasons for your 
answer 



CHAPTER 17 

THE LAWS OF RETURNS 

When a farmer, or manufacturer, wants to 
increase his output, he has to increase the quantity 
of the various factors of production used in his 
business. But the results of such increase in the 
factors of production are not necessarily uniform. 
In some cases, the producer finds that the returns 
(i. e. the produce or the output) due to each 
successive dose (or unit) of land, labour, and capital 
go on diminishing as production proceeds. In 
other cases the returns due to each successive dose 
go on increasing aB production proceeds. In stil 1 
other cases, the returns due to each successive 
dose remain almost constant. And these tendencies 
of the returns to go on decreasing, or increasing, or 
to remain constant, are expressed in Economics as 
the ‘/Laws of Returns”. 

If with an increase in the labour and capital, 
ete., there is a less than proportionate increase in 
the output, the Law of Diminishing Returns ( which 
is the same thing as the Law of Increasing Costs ) 
is Baid to be in operation. For example, if in the 
case of agriculture 

1 dose of labour and capital produces 5 mds. 

2 doses ,, „ „ produce 9 „ 

d ,, ,1 ,, i » " 

4 „ „ » !> ’» ” ” 
then it is clear that the returns are less than pro- 
portionate ( if the returns were proportionate they 
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would have been like this, 6, 10, 15 and 20 mds. 
respectively for 1, 2, 3 or 4 d03es ) and the law is 
in operation. ' 11 

Similary, if with an increase in the labour and 
capital, etc., there is a more than proportionate 
increase m the output, the Law of Increasing 
Returns ( which is the same thing as the Law of 
Diminishing Costs ) is said to be working. For 
example, if 100 cars can be produced at a cost of 
Rg. 5,000/- per car, 1000 cars at a coat of Rs 4 000/* 
per cir and 10,000 at a coat of Us. 3,000/ per car, 
then this law would be said to be in working, 

Aud if with an increase in the labour and capital 
etc., the output, or the produce also, increases 
proportionately ( i. e it is noither less than propor- 
tionate nor more than proportionate, e.g. if the cost 
producing 100 tous of sugar, oi of 10,000 tons, or 
of 10,000,00 tous is the same per ton in each case ), 
then the commodity is said to be produced under 
the Law of Constant Returns. 

These three laws are of special importance in 
the study of Economics, and are viewed by 
different writers in different light. Some econo- 
mists are of opinidn that the Law of 'Dimi- 
nishing Returns is the only !aw r of productivity 
(or the only law of production), while Increasing Re- 
turns and Constant Returns are but passing phases. 
Others recognise the operation of all the three laws 
in their respective spheres. We shall discuss both 
the views below; but before we do so, let us first try 
tolunderBtaud what is known as the Law of Producti- 
vity or the Law of Production, 
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loans and~ encouraged the formation of cooperative 
societies! But to have prosperity in agriculture, 
the cooperative movement has -to be made much 
more vigorous. It must spread from one part 
of the country to another till every farmer in the 
country is a member of one co operative society or 
another. These societies are going to play a very 
important part in the future in consolidating the 
holdings in the country, by mutual agreement and 
exchange of plots among the members of the society, 
brought about with Government help and under 
Government supervision. They can also play an 
important part in providing marketing facilities. 
The Reserve Bank of India has a special Agricul- 
tural Department but no attempts have been made 
as yet to consider the question on agricultural 
finance and to break the monopoly of the Mahajan 
by providing other resources. This should have 
the Government’s attention. 

(c) Lastly, a portion of the agricultural popula- 
tion should be diverted to large-scale and medium- 
sized industries, and to cottage industries, as a 
permanent vocation ; and methods of intensive 
farming should be introduced on cooperative basis; 
and a drive to this effect through out the country 
should be organised with all the vigour of the 
Government and public ageucies. But above all 
these things, there is the need for educating the 
peasants, changing their outlook and putting a 
dynamo — the dynamo of ambition to raise the stan- 
dard of living — into the village, so that they will go 
on thinking and working in. cooperation with their 
fellow-villagers and with Government to put things 



( 274 ) 


right f lbe effect of the present war on agnculiutt 
tn India has been very wholesome On account of 
high prices of food, agriculturist’s condition has very 
much improved And on account of the 1 Grow more 
Food” campaign, with a view to meet the growing 
demand for wheat, etc , for the fighting forces inside 
and outside the country, the area under commercial 
crops like groundnuts, cotton, etc has been diverted 
to the production of food crops Agriculturists are 
indeed, in a better position today to reduce the rural 
indebtedness, and to introduce improvements in 
agriculture 

Extensive and Intensive Cultivation — 

Cultivation is usually of two types— extensive 
and intensive 

Extensive cultivation tneaus economising the 
labour and capital and spreading them over as large 
an area of land as possible to get the greatest yield 
Agricultural effort ib spread over a wide area Thus 
whore land is abundant and labour and capital are 
comparatively scarce, as in new countries or thinly 
populated countries, this system of cultivation is 
followed, e g, in Canada, United States and 
Australia An area of land is cultivated until its 
growing properties arc exhausted, whereupon it is 
given up, and a fresh area is taken into cultivation 

But in countries such as England Denmark, 
Holland and Spam, China and Japan, where the 
population is large, and the available land is limited 
intensive cultivation is resorted to The use of land 
is economised, labour and capital are used m 
suffioient quantity and scientific methods of cnlti 
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ration with up-to-date machinery are applied to 
the various operations • connected with cultivation. 
Natural and artificial manuring, deeper ploughing 
are usually in practice. 

So far as India is concerned, it is an old country 
and has a~ large population. We have already seen 
that the holdings in India are extremely small. 

It is, therefore, obvious that the salvation of our 
agriculturists lies in adopting intensive methods 
of cultivation. But intensive cultivation involves 
a large outlay of capital, while the Indian culti- 
vators are extremely poor, and have little capital 
to invest. The result is that the system of extensive 
cultivation is common among a large member of 
farmers in India even where intensive cultivation 
should be carried on; and we find to our grief that 
the yield of wheat in our country is hardly 15 or 
16 maundsper acre, while in certain parts of Belgium 
it is stated to be as high as 45 maund6 per acre. 
Their ploughs are pushed into the soil to the depth 
of only a foot or so, and the roots of plants cannot 
go very deep into the soil. They carry on what 
is known as surface scratching and they sow the 
seed broadcast, bo as to leave ample space between 
two Beeds. This is all extensive cultivation. In 
fact, intensive cultivation is carried on in India 
only in the neighbourhood of big industrial towns 
Delhi, Bombay, Calcutta, etc., though •possibilities 
of intensive cultivation in the country are immense, 
if sufficient capital is forthcoming for agricultural 
improvements. Thus we cannot. carry on extensive 
cultivation because our holdings are very small, 
and we do not carry on intensive cultivation because, 
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we have little capital to invest— we combine the 
disadvantages of both the systems, and enjoy the 
advantages of neither. 

However, it is not to be concluded that extensive 
cultivation alone or intensive cultivation alone mast 
be carried on in a country at any time Extensive 
and intensive cultivation go hand in hand in most 
of the countries, though the tendency of the times, 
no doubt, is towards intensive cultivation In India, 
too, intensive cultivation is getttng more and more 
common, but the speed with which this is being 
introduced is very Blow. Many cultivators are so 
backward that they are not prepared to adopt inten 
sive methods, though there is considerable scope for 
improvement in this direction. 

Cottage Industries of India. — 

A cottage industry is au industry that can be 
carried on in the worker’s home The work-place is 
the worker's cottage itself The capital ib small, and 
the labour is supplied by the worker, his wife, 
children and other dependants — sometimes a few 
hired labourers and apprentices The oraft is often 
hei editary or traditional, e g, carpet-makingi 
embroidery, brass and metal work, look works, 
etc , etc 

From the earliest times down to the 19th century, 
India enjoyed a wide reputation for various 
handicrafts, which were sent to distant parts of the 
world, e g , Dacca muslin, Lucknow chintz, 
Murshidabad silks, Kashmir shawls, Benares and 
Poona brass and copper wares^ etc., etc. Every city 
in fact, had its own orafts. 



( 2 11 ) 

Some of these industries have deelind, others 
have disappeared. The reasons are not far to seek. 
The patronage of the courts has disappeared and the 
economic policy of the present Q-ovrnment has not 
been very conducive. European standards and tastes 
have been generally accepted, and the competition 
of European manufactures on large-scale has held 
full sway. Whatever industries are left cannot go 
on for lack of capital and organisation and other 
drawbacks. 

There are, however, some industries which, in 
spite of the formidable competition of machine-made 
goods, have a remarkable vitality in them, aud this 
is a sufficient testimony of the fact that with a 
proper supply of capital and other facilities from the 
State, and the organised support of the public and 
a strong Swadeshi sentiment, there is a great future 
for some of these and good hopes for many. Some 
of the cottage industries that can yet be revived and 
developed are hand-spinning and weaving, embroidery 
work, artistic brass ware, furniture and wood-work, 
metal and cutlery, toys-making, soap-making, Bidi 
making, making of perfumes, making of Saris, pro- 
duction of blankets, shawls, and carpets, silk, wool, 
hosiery, fruit-gardening, fruit preserving, etc., etc. 

The following measures are suggested J — 

(1) Education of the craftsmen — Technical edu- 
cation on a national basis, suited to the require- 
ments of each industry, should be given; and the 
schools should not only train boys, but should have 
depots for distributing suitable raw materials, im- 
proved patterns, and better devices to the workers. 
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Opportunities should also be provided for experi- 
ments and researches, etc 

(2) Financial assistance — Cooperative credit 
societies, and industrial banks should bo started in 
large numbers, loans should be given by the Oovern 
ment from the Industries Department, and from 
special funds raised for the purpose. 

(31 Better tools and implements should be 
povided to the workmen, and cheap source of power, 
e g , hydro-eleotrio power must be made available 
to them m rural areas at cheap rates Steady 
supply of good raw materials, too, must be assured 

( 4 ) Organisation of markets— Satisfactory 
arrangements for the sale of the products must be 
made through cooperative societies and other means 
Due weight should be given to advertisement, too, 
and cottage workers should be brought into touch 
with Indian and foreign markets both 

( 6 ) A strong Swadeshi movement among the 
people for the use of home made products, and a 
bolder Government policy of encouraging and patro 
msmg artistic industries are also necessary 

If these measures are adopted there is no reason 
why cottage industries should not be able to hold 
their own Cottage industries and factory industries 
must grow side by side in their own spheres ibs 
former are of Bpeotal importance ill the national 
eoooiomy of India, for they provide subsidiary occu- 
pations for tv large mass of agricultural population, 
and a source of livelihood to thousands of non* 
agricultural artjsanB 
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[How have some cottage industris survived in India till 
today ? Ordinarily cottage industries, except those depending on 
local demand, ( e.g., pottery, basket'making, fan-making, rope’ 
making, etc., etc. ), have not a hopeful future ; but they have 
survived the competition of large-scale business so far and will 
continue to live even in the future, because India is a country 
of long distances, and poor resources, so far as capital is 
concerned. The greatest reason, however, for their survival is 
that India is predominantly an agricultural country, and the 
farmers have to work on the fields for less than half the year. 
During the rest of the year, when they are only waiting for 
the rains or for the harvest, they have no work to do on the 
field. This time can be well-spent if they have some subsidiary 
occupation side by side with agriculture. Cottage industries 
are abundantly suited for this purpose— they provide them 
not only the means for keeping themselves and their ladies 
and children even, busy throughout the year, but also a source 
of additional income. Industries on a large-scale are not suited 
for this purpose— they cannot be carried on at the farmer’s 
homes, or at intervals 

Besides, some cottage industries have survived, and are 
likely fo survive, because the demand for the articles pro - 
duoedis so small and varied that a factory cannot profitably 
be set up. In the case of leather’tanning and shoa-makig 
industry, cheap articles can^be produced by the crude old 
methods. In the case of such industries as oil-milling, the 
nearneBS of the market helps the producer on a small 
scale. And lastly, cottage industries can be carried on by the 
labourers in neat, healthy, and open dwelling, among the 
members of their family. Dor all these reasons their importance 
in an agricultural country like India is very great, indeed. ] 

Factory Industries in India. — 

Is India fit for industrialisation ? 

Some people think that India has been, and is 
destined to be, an agricultural country, because she 
is rich in her natural resources. Others are^ of 
opinion that India must be thoroughly industrialised, 
before she can be prosperous. The truth is that a 
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purely agricultural country and a purely* industrial 
country both have their short-comingC The pros* 
parity of the former is generally fitful, its people 
arc generally uneducated, and it loses much in 
exchange with manufacturing countries. The latter, 
on the other baud, may have its food supply cut 
off, and the supply of raw materials of industry 
stopped at any moment, e. g., in times of war. It is 
therefore, i very fortuuato thing that India is so 
placed that it can he an agricultural and manufact- 
uring oountry both at the same time. 

As a matter of fact, agriculture and manufacture 
do not conflict bat go hand in hand. India is an 
agucultnral country, no doubt, but this does not 
mean that she cannot become a manufacturing 
country, too. Tho success of manufacture, in fact, 
depends, among other things, upon efficient agricul- 
ture and a cheap supply of raw materials. India 
has a oheap supply of raw materials (suoh as, ootton 
jute, sugarcane, seeds, hides and skins, wood and 
timber, bamboo and grasses, iron and other 
metals), and sources of power (e. g., coal and 
hydro-electricity) ; cheap labour and extensive home 
markets, etc., etc , and therefore, she stands 
a good chance of beoopaiug a manufacturing 
oountry. America was ortgiuaily an agricultural 
country, but has now become the foremost 
manufacturing country in the worldj'and there 
is no reason why \lndia also should not become 
a manufacturing country like America, if sufficient 
efforts are made in this direction. A great impetus 
has already been given to our industries by the 
present war. 
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Our greatest need, however, is that the Govern- 
ment should come to our help. 

(?) It should not help Great Britain to prosper 
at the cost of India. India is at present looked 
upon only as a valuable source of raw materials 
which are necessary for the development of manu- 
factures in England, and as an extensive market 
. for selling the produce of British factories. The 
result is that India continues to be an “over- 
agricultural”, or rather an “under- industrial” 
country; though it is now acknowledged on all 
hands that prosperity can come to India only 
through general policy of industrialisation in the 
country. 

( ii ) It should not stop at merely granting a 
nominal protection to a few industries, or other 
such hap-hazard, half-hearted measures. 

(in) It should take positive measures to foster 
and develop Indian industries. Merely appointing a 
committee or commission, or passing a law here and 
there to improve the condition of labour and 
capital or their efficiency, or even the establishing 
of a few industrial schools, technological institutes 
and demonstration factories will not do. The time 
has come when the Government should form a regular 
plan for the development of our industries, and 
should carry on economic planning on the same lines 
as has been done in Russia under the famous five- 
year-plan. 

Some people, however, are in favour of a revival 
and rehabilitation of cottage industries side by side 
with the development of agriculture. They believe 
that large-scale production makes a few rich at the 
expense of the many, while in India the lot of the 
common people has to be improved first. Attention 
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13, therefore, focussed round rural organisation and 
development schemes, and even education is being 
adopted to the needs of the rmal population Bat 
unless this is also a part of a general plan of mdus 
trial reconstruct ion by the Government, much 
success does not seem to be likely Besides, the 
present world war has created fresh problems— of 
unemployment, of reconstruction, and of postwar 
development Our industrialists haYe brought oat 
a specific “Fifteen Year Plan” (by Parshottam Das 
Thackersey, and 7 other colleagues, including Birla) 
which aims at the development of agriculture and 
industry both It is expected that though the 
Plan would cost Rs 10,000 crores, it will ensurd 
an increase of 130% in agricultural output, and 
500% in industrial output during the period, and 
will raise the income and standard of living of the 
peasants and workers m the country at least by 
100% There is no reason why this Plan or some 
similar Plan should not be put into effect for the 
economic deielopment of India The standard of 
living of the masses has to be improved, and a 
larger production and distribution must be our 
watch word And the only way to bring this about 
is through systematic planning 

Some small scale industries of India — 

Besides agriculture which is also earned on m 
India, we have the following small scale industries — 
Handloom weaving all over the country, woollen 
industry in Kashmir, silk industry in Mursludabad 
Benares and Poona, hosiery industry in Lahore, 
Amritsar and Ludhiana, muslin and conch shell 
industries in Dacca, glass in Firozabad, Bahjoi 
Ambala, Bombay and Jubbulpore, leather industry 
at Madras, Agra, Cawnpore and Bombay, locks at 
Aligarh, Sialkot and ( alcutta, carpentry, making 
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of perfumes, matches, dairy-farming, tobacco 
products, biscuits, enamel, ivory-carving, mat- 
making, blanket-making and carpet making, Durree- 
making and Niwar-making, Bidi-making and Soap- 
making, oilseeds-crushiug and sugar-making, 
furniture and wood-work, metal and cutlery, pottery 
and smithy, etc., etc., at various places. Many of 
the languishing cottage industries of India have 
been given a fresh lease of life while many more 
have been brought into being, as a result of the war. 

Some Large-scale Industries of India. — 

The principal factory industries of India are 
cotton, jute and woollen manufactures, iron and 
steel, sugar, matches, paper, leather, glass, cement 
and chemicals An account of some of these is 
given below:— 

(l) Cotton Industry — The most important mill 
industry of India is the manufacture of cotton cloth. 
There are above 425 cotton mills in India, more 
than fifty crores of rupees have been invested in the 
industry- and about five lakhs of men are employed 
in it. Most of the mills are situated at Bombay, 
Ahmedabad, Sholapur, Nagpur, Cawnpore, Calcutta 
and Delhi. Lancashire and Japan are, however, 
serious rivals. Trade pacts were entered into, and a 
high protective duty was also imposed against 
Japanese cloth, but these have not been of much 
avail. The Swadeshi -movement, no doubt, has 
provided a mild stimulus to the industry, but the 
profits of the industry have not very much in- 
creased of the total demand of cloth in our country 
about 40% is satisfied by cotton mills, 35% by 
handlooms and 25% by imports. 
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(2) Jute Industry— Tina is also an important 
industry, and Calcutta has a considerable share m 
the world jute trade There are about 110 mills 
about thirty crores of rupees have been invested m 
the industry, and about three lakhs of menace 
employed in it Most of the mills are situated in 
Bengal India has almost a monopoly of this 
industry, the only serious rival being Dundee, but 
most of the owners of the mills are Europeans 
Recently , however, German} and Russia have 
succeeded in discovering suitable substitutes forjute 

(3) Woollen Industry— The industry is entirelj 
financed by foreign capital and managed by foreign 
enterprise Progress of the industry is limited b\ 
the supply of raw wool which is inferior in quality 
and meagre in quantity The finer qualities of wool 
required for superior cloth are imported from Persia 
and Australia The industry is still in the infant 
stage There are at the most a dozen null 8 , the 
three most important ones being Cawnpore, 
Dbariwal and Bombay, employing only a few 
thousand labourers 

(4) Iron and Steel Industry — The iron and steel 
industry is a key industry of vqry great national 
importance The Tata Iron and Steel Works at 
Jamshedpur along with the 2 or 3 other Steel and 
Iron Works in the country — Bengal Steel and Iron 
Brat®, Steel Corporation ui Bengal and Mysore Iron 
and Steel Works — cannot however, meet the 
demand of the country The industry enjoys 
protection It has also enjoyed a boom pen d 
because of the heavy demands made upon it by the 
war But it needs further development, for India s 
industrial progress depends upon the development 
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of this industry. It is localised in Bengal, Bihar 
and Orissa. 

(5) Sugar Industry - India is the largest con- 
sumer of sugar in the world, but the production of 
sugar, both in quantity and quality, is inferior to 
that of Java. This industry was given protection 
in 1932, and, during the last few years, the industry 
has developed considerably, particularly in the 
United Provinces and Behar. The area under 
sugarcane and the number of sugar mills both 
have increased and gradually foreign suear is, being 
ousted from the Indian market. There are about 150 
sugar factories in the Country, and India has now 
become the largest sugar producing country in the 
world. 

(6) Match Industry— It is a new industry for 
the country, but it is a growing industry and it also 
enjoys protection. There are about 30 factories in 
India. Recently the Swedish Match Co. has also 
started a factory in Bombay to take advantage of 
protection. 

(7) Paper Industry— This is another industry 
that has enjoyed some protection, and there are 
about a dozen mills in India, several under European 
management; the most important ones being the 
Bengal, Titaghur, Assam and Lucknow mills. The 
principal raw materials used are bamboo and 
“Sabai” grass the former found in abundance in 
Bengal and the latter in U. P., Behar and Orissa 
and Punjab. Waste paper and rags of cloth are also 
used as ingredients. 

(B) Leather Industry— Western methods have been 
used in. this industry only recently, and Indian 
factories yet consume only a small proportion of 
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hides and skins produced in India* The most 
important tanneries and factories are at Cawnpore, 
Agra, Bombay, Madras and Calcutta. The industry 
needs development. About 76% of Indian produc- 
tion of raw hides and about 45% of the goat and 
sheep skins are now-a-days locally t aimed: but the 
remainder is exported. 

(9) Glass Industry— There is yet hardly any 
factory manufacturing colourless sh^pt glass but 
there are over a dozen factories— at Bahjoi, Ambala, 
Balawali,Ferozabad,Naini, etc.,— producing bottles, 
lamp ware, flasks, oil pots, inkpots, etc., and a 
number of other factories manufacturing bangles. 
Glass factories have not flourished for want of 
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The above chart will give an idea of the different classes of 
factories in India, and their comparative strength 
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expert supervision, efficient labour, and cheap fuel, 
and owing to the difficulty of glass-blowing in hot 
weather. The industry needs expansion. For the 
most part, the industry is of cottage variety. 

In all there are about 1000 factories and about 
20 lakhs of labourers are working in them. This 
is nothing for a large country like India, anyway 
the effect of war on all industries has been very 
wholesome— Industries have profited by even as 
much as agriculture. All cotton spinning and 
weaving mills have increased the hours of work 
from 54 to 60 a week. Iron and Steel industry, jute 
mills and paper mills, have all prospered. Tea, 
cement, leather, small scale industries generally are 
flourishing. Many factories are producing leather 
goods, boots and belts, and buckles for the soldiers. 
Munitions production— even ship- building, aeroplane, 
motor car industry are being attempted. The three 
common slogans are “Industries harnessed to war 
ends “War production programme” National needs 
must come first. In any case the standard of living 
of the producers and the workers alike has improved 
and they are now in a better position to attempt 
industrialization of the country. 


QUESTIONS 

1 “Though agriculture is the mainstay of the Indian economic 
life, it is the most backward of all Indian industries.” Why ? 
How nan the situation be improved ? 

2, - What is meant by economic holding ? Dircuss : “The chief 
cause of the poverty of the Indian farmer ia the scattered- 
ness and the uneconomic size of his holdings.” 
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3. What do you understand by fragmentation of agricultural 
holdings t What are its evils and what remedies do you 
suggest t 

4 What is meant by extensive and intensive farming ? Which 
method is being followed in In Jia I With what results 1 
r» What do you understand by a cottage industry ? Name a 
few cottage industries. Indicate the various ways in which 
yon can develop the cot»hge industries of India 
fi Account for the industrial backwardness of India What 
measures do you suggest for the rapid industrialization of 
the country f 
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CHAPTER 19 

TAXATION 

Direct and Indirect Taxes 
Need for Taxation. — 

In. modern times the State is expected to do a 
good many things for the welfare of the people. 
For example, it has to maintain law and order in 
the country with the help of the army and the 
police ; it has to administer j ustice through the law- 
courts ; it has to take care of public health by star- 
ting hospitals and nursing-homes, and appointing 
health officers, civil surgeons, assistant surgeons, 
etc.; it has to construct roads, railways and canals ; 
it has to manage currency and run post and telegraph 
offices-; it' has to undertake agricultural and indus- 
trial research; it has to open work-houses, poor 
houses, etc., etc. 

For the proper discharge of these functions, the 
State has to spend money and must have sources of 
income. The income is generally derived in three 
forms : - 

( i ) Taxes. — A tax is a compulsory contribution 
levied upon persons for the general purposes of 
government. It is compulsory, and has to be paid 
whether a particular individual who pays the tax 
benefits by the services of the State or not. For 
example, a man may never take the help of the 
police, yet he has to pay taxes to meet the general 
expenses of the police. 

(n ) Fees. —A fee is a payment made by the 
citizens to the State for some special services ren- 
dered to them by the State. It is not compulsory. 
It is payable only by those who seek some special 
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benefit, o g., court fees and registration fees need be 
paid only when somebody wants to file a suit or get 
a document registered. 

(«*) Rates.— A rate is a charge made when a 
government performs some service or supplies some 
commodity in very much the same manner as that 
service would be performed, or the commodity 
supplied, by private enterprise, e.g., railway rates, 
water rates, postal rates, telephone or telegraph 
rates. It is a sort of price. 

The most important of these three are the taxes. 

Principles of Taxation. — 

Early in the 19th century Adam Smith laid down 
four general principles of taxation, namely : 

( i) Equity , — “The subjects of every State ought 
to contribute towards the support of the govern; 
ment, as nearly as possible in proportion to their 
respective abilities.” 

This does not mean that every body should pay 
an equal amount of money in taxes— it would be 
unfair to the poor to expect them to pay as much 
as the rich people can pay ; but it means that the 
burden of taxation on different classes of people 
should be such that there is an equality of sacrifice. 
Modern economists are of opinion that equality of 
sacrifice is ensured by progressive taxation, i.e.» a 
man with a thousand rupees should pay* tax at a 
higher rate than, a toau. with. <mly a. hundred rupees, 
for the marginal utility of a rupee to the man with 
an income of one thousand is much less than the 
marginal utility of a rupee to the man with an in- 
come of one hundred. 

(it) Certainty . — ‘‘The tax which each individual 
is bound to pay ought to be certain and not 
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arbitrary. The time of payment, the quantity to be 
paid, ought all to be clear and plain to the contri- 
butor and to every other person.” 

This means that the tax-payer should know what 
amount he is to pay so that he may adjust his ex- 
penditure to his income ; and the State should know 
positively what amount it is obtaining irom taxation 
so that its budget may be rightly framed. Taxes 
should also be certain as to the time and manner of 
their paj-ment. 

(Hi) Convenience . — “Every tax ought to be levied 
at the time or in the manner in which it is most likely 
to be convenient for the contributor to pay it.” 

That is to say, it must suit the convenience of 
the tax-payer. Thus income tax is paid at the 
time of receiving salaries and land revenue is paid 
at harvest time, when tax-payers are in a 
position to pay. 

( iv ) Economy . — “Every tax ought to be so con- 
trived as both to take out and to keep out of the 
pockets of the people as little as possible over and 
above what it brings into the Public Treasury”. 

The meaning of this is that the cost of collection 
should not be so large as to leave no substantial 
amount of surplus of tax after the cost of collection 
has been paid. 

To these four principles of taxation, modem 
economists have added the following: — 

( v ) Productivity.— The tax should be such that 
it brings sufficient revenue to the State. A small 
number of highfy productive taxes are better than 
a large number of taxes each yielding an insigni- 
ficant amount. _ ; 

Also, the tax should be such as not to diminish 
the economic resources or the productive capacity 
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of a country. For this reason, a tax on the exports 
of goods is considered bad. Similarly, a tax on 
home products, e.g., on sugar and matches, is consi- 
dered bad. Both discourage production in the 
country, and reduce the amount of national divi- 
dend, and, ultimately, the amount of tax also. 

( vi ) Elasticity . — The tax should be such that 
the income from it to the Scate may easily expand 
with its growing needs. 

“The system of tax should contain at least some 
taxes which will permit of an increase in the rate 
and m the yield without necessitating a large 
increase in expenditure on administr ition or 
collection.” 

The income tax and customs duty are examples 
of elastic tax. By just raising the rate of the tax a 
little we can Tealise a large revenue without any 
addition to the administrative machinery. Land 
revenue, on the other hand, particularly under the 
Permanent Settlement, affords an example of an 
inelastic tax. 

(vii) Simplicity . — The tax system should not be 
complicated, but should be simple, plain and intel- 
ligible to all. 

It is in the light of these principles that the 
worth of a tax can be judged. It is however, neces- 
sary to remember that a tax should be judged not 
by itself, but as forming part of a system. The 
shortcomings of one tax may sometimes be made 
tip by the excellence of another. 

(mi) Variety . — In the past the main burden of 
taxation rested on land only— land under the 
Moghul Kings was the chief source of income. But 
new sources of income have now arisen. A modem 
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system of taxation includes a great many taxes 
designed to reach all sections of the public. 

( ix ) “ An old tax is a good lax and a new tax is a 
bad tax”, an old tax is a good tax because people 
become accustomed to paying it (the only good 
point about land revenue tax is that it has been paid 
since ages); a new tax is generally disliked, and 
we must “pluck the goose with as little squealing 
as possible.” 

Kinds of Taxes. — 

(a) Direct and Indirect Taxes -. — 

“A direct tax is one which is demanded from the 
very person who, it is intended or desired, should 
pay it.” Thus in the case of the direct taxes “the 
tax-payer is also the tax-bearer,” e.g., the income 
tax and the death duties. 

“An indirect tax is one which is levied on one 
person but borne, partly or wholly, by another. It 
is levied with the intention that it will be shifted to 
others, and thus the tax-payer is not generally the 
tax-bearer, e.g., customs duties, excise duties, salt 
tax, amusement tax, etc. These taxes are paid by 
one class of persons, say the producers or the 
dealers, and are passed on another class of persons, 
say the consumers. 

. Note : The person on whom a tax is imposed is 
said to receive the impact of the tax. If he can shift 
its burden on to the shoulders of another, that 
person is said to have the incidence of the tax on 
him. In a direct tax the impact and the incidence 
are On the same person. For example, an income 
tax is levied on A, then the impact of the tax will 
be on A, and as be will also have to bear the tax, 
the incidence of the tax also will be said to be on A 
because income tax is a direct tax. Not so in the 



case of indirect taxes. Fori example, if an importer of 
motor cars, pays a duty on motor cars, he will 
naturally raise the prices of motor cars to the same 
extent, and though the importer may pay the duty 
in the first instance, the duty has ultimately to be 
borne by the consumer or the buyer of the motor 
car, and in this case the impact is on the importer 
while the incidence is on the consumer. 

(b) Proportional and Progressive Taxes. — Propor- 
tional taxes are those which vary in direct proportion 
to the amount of the income or property taxed, e g , 
a general income tax of one anna in the rupee would 
be a proportional tax. It would increase with 
higher income hut not at a growing rate ^ and if a 
man with an income of one thousand rupees pays 
one thousand annas, a man with an income of two 
thousand will pay two thousand annas only. 

Progressive taxes, on the other hand, are those 
whose rate increases with an increase in the amount 
of income, e.g., the rate of income tali in India is 
progressive, for the higher the net income of a per- 
son the higher is the rate at which he is taxed. 
People earning between 2000/- and 5000/- have to 
pay six or seven pies in the rupee, people earning 
between 5000/- and 10,000/-, nine or ten pies in the 
rupee, people earning between 10,000/- and 15,000/- 
more than one anna in the rupee, etc., etc. 

Note . — If the rate of tax diminishes with an 
increase in the income or the value of the commo- 
dity taxed, instead of increasing, we have regressive 
taxes, e.g., salt tax the burden of which increases 
as income decreases, 'and vice versa. 

Direct and Indirect Taxes compared. — , 

The advantages of direct taxes are : — 

( % ) Economy — The cost of collection is flS 
these taxes are paid direct to the State by th e 
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payers. , In many cases, they are collected at the 
source of the income, for example, the amount of 
income tax due from professors of the college is 
deducted from their salaries and sent to the income 
tax department by the college itself. 

(ii) Certainty . — The tax-payer knows exactly 
what amount he has to pay and at what time and 
to whom, and the Finance member also can estimate 
its income fairly and accurately. .Every one knows 
his position well. 

(in) Equity . — Direct taxes are just and equitable, 
because the rich are made to pay more by applying 
the principle of progression to the system of taxa- 
tion, e.g., the income tax in India. 

( iv ) Productivity and Elasticity —Some direct 
taxes, for example, the income tax, are very pro- 
ductive. They are a source of large income to the 
State.. They are also very elastic. That is, the 
revenue from them can expand by a slight increase 
in the rate of the tax to meet the growing demands 
of the State. For example the addition of an anna 
to the income tax rate will yield a considerable sum 
of revenue without any additional cost, and people 
will not like to earn less simply to evade payment 
of the additional tax. 

( v ) Educative effect . — In paying a direct tax 
the payers are made to feel that they contribute in 
person to the State for the maintenance of peace, 
order, justice, and for serving the best interests of 
the people. Therefore, they take an intelligent 
interest in the spending of the national income, and 
whenever the State becomes negligent in the per- 
formance of its duty, there is an agitation among 
them, e.g., a few years ago people started a no-rent 
campaign in India, because they thought that the 
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Government was not spending the revenues in the 
proper way. Thus direct taxes exercise an educative 
influence on tax-payers. It is said that if you had 
only direct taxes you would have economic it 
government. Indirect taxes, on the other hand, 
make the government reckless, and prodigal expen- 
diture is encouraged 

The disadvantages of direct taxes are:— 

( i ) Inconvenience and unpopularity . — The pay- 
ment of direct taxes in lump sum at certain times 
is not as convenient as the continuous payment of 
very small amounts in the case of indirect taxes on 
articles of consumption. Many people prefer tto 
be taxed "in the dark,” md thus direct taxes are 
never popular and are always resented. 

( ii ) Possibility of Evasion.— A direct tax is 
called "a tax on honesty.” People uro always try- 
ing to evade the payment of the tax, by submitting 
false statements, etc. 

The advantages of Indirect taxes are:— 

( i ) Indirect taxes provide a convenient method of 
taxing the poor. They reach even the poorest sec- 
tions of the people, as, for example, the salt tax 
in India. Besides, indirect taxes on luxuries exact 
contributions from those who indulge in luxuries and 
are best able to afford such payments. Thus 
through some indirect taxes the masses can be 
reached, through others those who indulge id 
Voxarks. 

(. H ) Convenience — Iodirct taxes are not felt by 
people and are less inconvenient than direct taxes. 
Payment of small amount of taxes on commodities 
is very conveniently made at the time of purchase 
and the tax-payer does not feel the burden. The 
payer frequently does not know that he is paying a 
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tax. For example, in every pice worth of salt that 
we purchase we pay some tax, though we never 
pause to think of it. 

(Hi) Difficulty of Evasion. — It is difficult to avoid 
the payment of indirect taxes when such taxes are 
included in the price of commodities purchased. 

( iv ) Indirect taxes on such commodities as drugs 
and drinks perform a social, and economic service in 
restricting consumption of articles which are harm- 
ful, at the same time that thej? raise the income of 
the State. (This is, of course, different from the 
educative effect of direct taxes.) c 

The disadvantages of Indirect taxes are : 

( i ) Inequitable. — Indirect taxes are on articles 
of general consumption and press more heavily 
upon the poor than upon the rich. They are, there- 
fore not just. For example, a poor man <has to pay 
as much on salt as a rich man although the 
marginal utility of a pice to the poor man is much 
greater than to the rich man. 

( ii ) Uneconomical. — Indirect taxes are un- 
economical because (a) they become very expensive to 
collect. In many cases they lead to smuggling and 
supervision becomes costly and (6) they raise prices 
and thus discourage the sale and manufacture of 
commodities. 

(in) Uncertain. — The revenue derived from 
indirect taxes is not certain. The Finance Member 
cannot accurately find out the amount of revenue 
that will be placed at his disposal as the sum is 
depended on conditions of trade and industry. 

(iv) Indirect taxes do not exert ah educative 
influence on the people as the direct taxes do. The 
payers of the indirect taxes do not realise that they 
are making contributions to the government, and 
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their civic consciousness is not stimulated in propor- 
tion to the payment made; eo they are not led to 
take a keen interest in matters of the state. 

The balance of advantages and disadvantages 
is clearly in favour of direct taxation ; bui a proper 
system oi taxation is one which judiciously com- 
bines in. it both direct and indirect taxes. In 
advanced countries, like XJ. S. A., England and 
France, direct taxes are- becoming the rule But 
there is too little of direct taxation and too much 
of indirect taxation in India, with the result that 
fich people are not contributing a fair share of their 
income towards the expenses of the State. The 
introduction of more direct taxes, e.g , inheritance 
tax and higher income tax, steps in the right 
direction. 

QUESTIONS 

1 Disflnguish between a direct and an indirect tai 
Discuss the relative advantages and disadvantages of both of 
these hinds of taxes by taking examples from the Indian 
system of taxation. 

2 What objections have you to the following taxes — 

(a) Salt tax (A r?s. It falls more heavily on the poor ) 

(b) Opium duty (4ns The state should not supply 
opium, as the use of it is harmful.) 

(o) Excise duty on sugar ( 4ns. It discourages 
production ) 

(d) Octroi duty (4ns. It » very inconvenient ) 

(e) Iudireot taxes generally (4ns. Being taxes on 
articles of consumption, they are bad- they ra,s - 
pnees ) 

(f ) Duties on drinks, liquors and articles of luxuries 
(4 ns No objection ) 

(g) Death duties ( Ans They prevent the aocum 1 '' 9 
turn of capita). But this is not an important 
objection. These taxes are justified on the ground 
that they have to be paid by m«i of prop ert J 
They have not been introduced m India so far ) 
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3/ Who have to bear the following taxes 

(a) Duties on exports (Ans Such duties raise prices 
and diminish the exports and thus the exporters 
suffer ; but if articles taxed are in the nature of 
monopolies, they may be able to pass on the taxes 
to the consumers.) 

(b) Duties on imports ( Ans . When these a^e imposed 
for raising income only, they have to be borne by 
the consumer in the shape of higher prices, e. g. f 
the duty on motor cars. But when they are im- 
posed for protecting home industries, the foreign 
producers have to suffer, as they raise prices of 
foreign goods, encourage home production and 
bring in competition and thus diminish the imports, 

(n) Duties on home products, e. g., dutieB on sugar, 
matches, etc. (Ans. These raise prices in the 
country, and both the produce) s and the consumers 
suffer ) 



CHAPTER 20 

TAXATION IN INDIA 
Imperial, Provincial and Local 

History of Taxation in India 

Originally there was one budget for the whole of 
India and the different Provinces in the country 
were mere collecting and spending agencies of the 
Government of India That is to say, all the reve 
nues were paid to the account of the Government 
of India, and the Provincial governments got fixed 
contributions only to meet their expenses 

This system did not work properly, because, in 
the first place, as the Provinces got fixed sums only, 
they did not exercise proper care and economy in 
jeslismg the taxes from the people, and, secondly, 
every Province tried to have as large a contribution 
from the Central Government as possible and there 
were frequent quarrels between the different 
Provinces and the Central Government of the 
country 

As a result of this, a system was introduced in 
1871 by which certain local heads of expenditure, 
as Registration, Medicine, Jails, Education, Roads, 
Police and Civil works were given over to the 
Provinces along with the departmental receipts from 
these heads Some similar improvements were 
introduced in 1877, and again m 1882, 1904 and 
1912 Finally the sources of revenue were re 
shuffled and divided under three heads —(-I) 
Imperial heads— customs, salt, opium, railways, 
mints, posts and telegraphs, and receipts and tn 
hutes from the States, (2) Provincial heads — forests, 
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registration, and receipts from departments like law 
and juctice, education, jails, etc., (3) Divided heads 
(i e., which belonged both to the Imperial and the 
Provincial governments)— excise, stamps, irrigation, 
income-tax and land revenue. The fields of ex- 
penditure also were similarly demarcated. 

This system also suffered from several defects. 
The Provincial governments had no independent 
powers of taxation and borrowing. The control of 
the Central Government over the Provincial Govern- 
ments was very rigid. And there were financial 
inequalities among different Provinces. 

The Reforms of 1919 solved many of these 
difficulties. In 1920-21 a clean cut was made bet- 
ween the Imperial and Provincial finance, and some 
powers were also given to the Provinces to levy new 
taxes and raise loans for financing development 
schemes, such as irrigation, forests, communications, 
etc., though of course in many cases previous sanc- 
tion of the Central government was still necessary. 
The divided heads of revenues were abolished and 
revenue and expenditure were newly allocated as 
follows: — 

( i ) Imperial heads of revenue— Customs, income- 
tax, salt, opium, railways, currency and mint, posts 
and telegraphs, military receipts. 

( ii ) Provincial heads of revenue . — Land revenue, 
irrigation, excise, forests, stamps and registration. 

Subsequent to this, in 1936. the .Niemyar Com- 
mittee recommended financial help to certain 
provinces in the form of cash sub-ventions, and in 
the form of a 50% share in the amount of income- 
tax realised. And, side by side, provincial 
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autonomy was introduced. This is the position at 
present. 

Classification of Indian Revenues.— 

Indian revenues can be conveniently classified 
according to the taxing authorities as found in 
India at the present time. They are (a) the Central 
government (6) the Provincial governments, and (c) 
the various Local Bodies — Municipalities, District 
Boards, and Port Trusts ; and accordingly we have 
(a) Central Finance, (6) Provincial Finance, and 
(c) Loral Finance. 

The total revenue and expenditure) of the 
Central government in rough round figure amounts 
to about 100 crores annually on the average, of all 
Provincial Governments put together to about 
another 100 crores, and of the Local bodies, that 
is, the municipalities and district boards, all put 
together, to about 40 crores at the present time, 
however, as a result of the war these figures may be 
put from at 600 crores, ICO crores and 50 crores 
respectively. 

We shall now consider Central, Provincial, and 
Local finance in further details below: — 

Central Finance. — i.e., the finances of the 
Government of India. 

The present war began in Aug. 1939. Before this 
the income and expenditure of the Government of 
India used to be as follows : — 
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MAIN HEADS OF INCOME AND EXPENDITURE 

OF 

The Government of India 

Central Budget 


Heads of Revenue— 

Customs Duty 
(including Central 
Excise Duties) Rs. 50 crores 
Income Tax „ , 16 „ j 

Salt Tax „ 9 „ j 

Opium Duty „ 1 „ J 

Defence Services ,, 5 „ 

Debt 8ervi6es „ 1 n 

Civil Administration 1 „ 

Posts and, Telegraphs 1 f ,, 
Currency and Mint 1 „ 

Miscellaneous and 

Extra ordinary 6£ ,, 

Railways Rs. 33 ,, 

Rs. 125 „ 


Heads of Expenditure— 
Direct Demands 
on Revenue, i.e., 
collection charges 
of these taxes 4 crores 

Defence Services 

i e. (military) 56 „ 

Debt Services 13 ,, 

Civil Administration 12 ,, 

Post9 and Telegraphs 1 „ 

Currency and Mint £ ,, 
Different payments 
to Provincial Govts. 
Miscellaneous, and 
Extraordinary 8^ ,, 

Railways Rs. 30 ,, 

Rs. 125 „ 


But war lias upset everything. Both the in- 
come and expenditure have gone up tremendously- 
while the total income and expenditure in 1938-39 
were approximately 95 crores calculating the 
income from railways as 33 minus 30 crores i.e. 3 
crores only;, the total income in 1944-45 has been 
put down in the budget at 285 crores and the total 
expenditure at 363 crores. The main changes have 
been as follows : — (a) The expenditure on the 
military ha£ gone up from 50 crores to 300 crores. 
(b) The income from customs has fallen, owing to 
the shrinkage in our foreign trade, but the loss 
from this source has been made up by increased 
income from Central Excise Duties on tobacco, 
matches, sugar, motor spirit, kerosine oil, tyres and 
tubes, Vanaspati Ghee, tea, coffee and betel-nuts. 
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fc)The income tax receipts have gone up 8 or 9 times 
including, of course, the Excess Profits Tax (d) 
The income from railways, posts and telegraphs, 
and currency and mint too have all gone up 
considerably. 


Here are the budget figures from 1944-45 

i — 

Revenue 


Expenditure 


Cust >ms Duty 


Direct Demands 


(including Central 


on Revenue 


Excise Duties) 

69 erore3 

that is, the 


Income Tax 

1821 „ 

charges for 


Salt Tax 

n u 

collection of 


Opium Duty 

i >* 

all these 


Other taxes 

2* „ 

taxes 

7t crores 

pebt Services 


Debt Services 201 , 

(interest 

H , 

Civil Administration 


Civil Administration 

and Civil Works 

21 , 

and Civil Work 

2 „ 

Currency and Hint 

2 , 

Currency and mint 

10 

Posts and Telegraphs 


Posts & Telegraphs 

>*H » 

Defence (Military) 


Receipts in contiec 


Service 21 

'6J- 

tion with war 

Uf „ 

Contribution to the 


Receipts from 


Provincial Govern 


Indian States 

* 

merits and miscel. 


Railways net con 


laneous adjust 


tnbution 

3H f i 

ments 

4J 


. 

Miscellaneous 

8 , 


332 -,, 

Extra ordinary Kin® 

23 , 

Deduct share of in 


i 


come tax revenue 




payable to 




Provinces 

23, 



Deficit 

308J „ 

„ 




363 crores 

1 363 crores 


Note —Budget figure? for the Government of India for 1945 46 are — 
Income 353 74 crofes 

Expenses 517 63 „ ^(out of this sum m 1 tary expenses 

are expected to be 412 crort«) 

Deficit 163 88 

And the total public debt of India amounts to about 1700 croree 
Note — Budget figures for great JBntam (1944 45) are — 

Income £ 20,29 millions 
Expenditure £ 6 003 , 

and EDglands internal debt amounts to £ 1 6,000- whU® overseas 
debt to £ 5 000 



( 307 ) 

Comments. 

1. Customs duties . — The income from this 
source has been steadily increasing. It is derived 
from the -duties on ( i ) exports — such as raw jute, 
manufactured jute, tea, raw hides and skins, and 
rice, and on (n) imports such as cotton, cloth, 
iron and steel , sugar and many articles of luxury, 
e.g.. motor-cars, playing cards, cinema films, cigars 
and cigarettes, on almost all the things that are 
imported. 

[In Iodia customs duties are of 2 kinds ( i ) reve- 
nue duties which are levied for the general purposes 
of the State e.g., the duty on cigars and cigarettes, 
{ii) protective duties which are levied for the pro- 
tection of our industries, e.g., the duty on matches 
or sugar. There are also preferential duties, e.g., 
Japanese cloth is taxed at a higer rate than 
Lancashire cloth.] 

Formerly customs were not a very important 
source of revenue. Forty years ago, the revenue 
from customs was only 3% while it has now gone 
up to 25%. Income from this source has been 
steadily increasing. During the present war, how- 
ever, the income has temporarily gone down. 
Foregin trade has declined owing to shipping 
difficulty and due to the fact that trade with 
Germany, Japan has ceased altogether, and with a 
decline in foreign trade, there has been a decline in 
this source of income too. 

Besides customs duties, some excise duties are 
also charged. These are duties on the production 
and manufacture of certain commodities in the 
country itself, e.g.. on matches and sugar, motor 



( 30S ) 


spirit and kerosme oil, tea and coffee, betelnuts and 
tobacco, Vanaspati Ghee, tubes and res, have 
also been recently added to the hat of commodities 
that pay excise duties) These duties are not 
popular, as they discourage home industries (These 
are known as Central Excise Duties and are diffe 
rent from the excise duties on intoxicants and 
liquor, etc , in the provinces ] 

2 Income tax — Income tax is also a growing 
source of revenue Incomes below 2 000/ a year 
are exempted from pavment of the tax incomes 
above 2 000/ pay at the following rate — 

Rate per rupee 


On the fiist Rs 1500/ 

ml 

„ „ next 3 500/ 

15 pies 

„ „ „ 5,000/ 

25 „ 

„ „ „ 5,000/ 

40 „ 

„ the balance 


of total income 

50 ,, 


In case of companies and registered firms, what 
ever the income, 50 pies in the rupee 

Note Super tax is also charged in respect of 
incomes over 25,000 at rates increasing up to as 
high a figure as 126 pies per lupee (over 5 00,000) 
(companies are, however, charged at a flat rate of 
18 pies m the rupee) Excess Profits Tax was mtro 
duced in March 1940, is also charged on incomes 
over Rs 30 000 It provides for a levy of 66j per 
cent on all abnormal war profits and this added to 
income tax, and supertax and surcharges on them, 
works at a total of about /15/3 in the rupee on 
very high income, saj of several lakhs 

Thus our income tax is a 'progressive tax It is 
also a source of increasing income 

3 Salt tax It is a tax levied on all salt con 
ALiied in the country and produced either by the 
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government or under government supervision. It 
is highly unpopular tax as the people of India are 
extremely poor; and this tax falls on them. Gandhi 
movement centred round this problem in the begin- 
ning. The Finance Member of the Government of 
India, however, thought that this tax cannot be 
abolished, as that would mean a sacrifice of a large 
amount of revenue, it was an old tax, and so should 
not cause hardship. 

4 . Opium duly . — The government has a mono- 
poly for the production and sale of opium in the 
county and all opium is subject to duty. 

Not long ago this duty used to yield* a hand- 
some income to the government, but it has suffered 
almost a total collapse, and the income from this 
source is almost negligible today. In 1906 the Chinese 
Government requested the Indian Government to 
help them in the stoppage of its use, and, as a 
result of the efforts of the League, of Nations and 
consequent Geneva agreements, an agreement was 
made with China for the gradual diminution and 
ultimate extinction of the export of opium from 
India, except for medicinal or scientific purposes. 
Naturally as China was our chief buyer of opium, 
revenue has gone down very much. 

-5. Defence services . — The income shown under 
this heading is accounted for by a number of items, 
the most important of which are rents from pro- 
perty in cantonment areas, and the sale of different 
kinds, of rejected military stores, or the payments 
made by Native states for the Joan of troops to 
them. The expenditure shown under this heading 
is the military expenditure of the government of 
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India This is as shown by the figures much 
too heavy for a poor country like India, and is very 
much resented. In years before the war, the 
government had begun to reduce this expenditure 
gradually, and Indiamsation was also proceeding, 
but with the war everything has been upset, and 
the expenditure on military now is simply 
staggering 

6 Debt services —The income shown under this 
head is accounted for by the interest received on 
loans granted by the Central government to the 
provinces and native states etc The expenditure 
shown under this heading is the interest paid every 
year on railway capitals and other loans taken by 
the Government at different times and for different 
purposes 

7 Civil administration — This is also a costly 
item m expenditure This includes expenses on 
salaries and allowances of heads of governments, 
charges of Secretariat, civil services, expenses of 
legislation, political department, education, science, 
aviation, etc etc It has been a frequent complaint 
that the administration is costliest m the world 
considering its poverty It is top heavy , i e the 
imn at the top get high salaries and are allowed 
to wast large sums of money on foolish pageantry, 
while the lower staff is low paid, and there is much 
scope for reform here The revenue under this 
heading consists of receipts from the various 
administrative departments of the government in 
different shapes 

8 Posts and Telegraphs — The primary object 
of the Government is not to raise revenue but to 
provide a cheap and easy service Small profits 
have, however, been made 
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The rates are cheap enough considering the 
long distances — also as compared with other 
countries, but poverty of the people pleads in 
favour of a \ anna post card again. 

9. Currency and Mint . — The paper currency 
dapartment and the minting of small token coins 
have been a source of some profit to the central 
government. With the transference of the paper 
currency control to the Reserve Bank in April 1935, 
the income from this source has diminished, but 
the loss is to some extent made up by the share 
which the government will get in the profits of the 
Reserve Bank according to the provisions of the 
Reserve Bank Act. 

10. Railways. — Many of the railways are the 
property, of the State, and have been built for public 
convenience, not with a view to making profit. 
They are however, managed by the Railway Board 
on purely commercial basis and the net receipts 
only are credited to the central Budget, from which 
are also paid the interest charges on the capital 
invested on the railways. 

11. Direct Demands on Revenue. — This hem 
represents the expenditure incurred by the govern- 
ment in collecting customs duties, income tax, 
salt tax, opium duty, etc. 

Provincial Finance. — 

As we have already seen each province now 
maintains its own finance department with a 
Finance member who almost enjoys a full liberty in 
the management of his provincial revenues. 

The main sources of income and the main 
items of expenditure in our own Province may easily 
\ seen from the following Budget for 1938-39. — 
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Budget for U. P. (1938-39) 

Income Expenditure 

band Revenue about 0 ex-ores') 

Excise (Provincial),, H » ( 

Stamps „ 11 „ J 

Forests ,, 1 „ I Direct Deman dons 

Registration 10 lakhs ^-Revenue about 1) 

Receipts under Motor J croTes. 

Vehicles Act „ 10 », I 

Other taxes „ 25 „ J 

Irrigation „ 1§ croics Irrigation „ 1 „ 

Debt services „ 11 lakhs Debt service* „ | „ 

Civil administration') Civil administration, i.e.") 

& civil works i e., \ General administration [ 

Justice | Justice 1 

Jaih \ Jails 1 

Police J Police 

Education Education i 

Medical and Public )-„l cr. Medical & Public }-„8j, r 
Health | Health 1 

Agncultnre | Agriculture I 

Industry | Industry i 

( ivil Works | Civil works [ 

f Scientific Research I 

J Aviation J 

Adjustments 
between the 

Central and the ' ^ 

Provincial 

Governments and Miscellaneous 11 crores 

Miscellaneous i crore 


(appxly.) 13 crores 
Deficit 1 5 lakhs 

13 crores 15 lakhs 13 crores 15 lakhs 
The Budget estimates from the United Provinces 
for 1945—46, however, are about 24 crores. That is 
the income and expenditure during the yeai are 
expected to be so much. 
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Comments 

(.7) General Position . — The financial position of 
the U. P. budget is not a happy one. Borrowing 
has to be resorted to meet the expenditure and the 
debt services. 

One great complaint of the U.P. Government 
as of all other Provincial governments has' been 
that the Government of India has retained for itself 
elastic (i.e., expanding) sources of revenue such as 
customs and income-tax and inelastic fi. e., 
stationer) items of expenditure, such as military 
services, while Provincial governments have been 
assigned sources of revenue which are stationery, 
such as land revenue or which are actually decreas- 
ing, such as excise duty on liquors and drugs and 
other intoxicants, while they have been entrusted 
with items of expenditure which are constantly 
expanding such as education, agriculture, industries, 
public health and others, on which no amount of 
expenditure can be regarded as too great. The 
result is that the nation-building departments 
such as education, agriculture, industries, public 
health, etc. have to starve. 

(2) Land Revenue . — This is a dwindling source 
of revenue —about 40 vears ago land revenue 

*j O 

contributed 50% of the total receipts of tin-govern- 
ment. It now contributes only 20%. 

( 3 ) Excise . — It is a duty levied on intoxicating 
liquors, Ganja, Bhang, Toddy, Hemps, drugs, etc 
The main object is the suppression of the evil habit 
of drink It is levied in the form of a duty on 
manufacture and fees on sale licenses. The major 
portion of the income is derived from the sale of 
country liquor. [There are another class of excise 
duties (central) which are- levied, solely with the 
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object of getting revenue on home products like 
sugar and matches See central budget ] 

The revenue under this head is also dwindling 
as a result of the prohibition campaign started in 
the Provinces 

( 4 ) Stomps — Revenue derived from the regis 
tration of deeds and documents of sale, transfer, 
leases, etc (not postage stamps for they come under 
central budget) 

(5) Forests — The revenue derived from the sale 
of timber and other produce, grazing grass and 
license fees for permission to cut wood and other 
produce, comes under this heading Provincial 
governments make a large profit from this source 

(6) Irrigation — The revenue under this head 
comes in the form of water rates charged for supply 
of water from the canals Expenses is incurred in 
the extension of tube wells and other irrigation 
facilities by the government 

(7) General {civil) administration — Expenses are 
increasing under this heading Economy should be 
possible in salaries, allowances and pensions, etc , 
granted to superior staff 

(5) Poltce — Expenses are increasing because of 
more crimes being committed daily 

(9) Education —-Expenses are no doubt mcreas 
ing, but they are still inadequate More should 
be spent under this head — for primary compulsory 
education as well as technical education and it is 
good that the subject has lately been receiving the 
attention of onr government which has started a 
regular campaign against illiteracy 

HO) Agriculture and Industries — The provincial 
Governments are generally averse to spending wore 
on industries, because revenues resulting from 
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increased income would go to Central Government. 
- But expenditure on these items is as necessary as 
on education. 

Local Finance. — 

In addition to the Central and Provincial 
Governments, local authorities are also empowered 
to raise revenue from rates or taxes to discharge 
their duties. 

The local authorities are municipalities, district 
hoards, port trusts, etc. (Municipalities in Bombay 
and Calcutta and Madras are known as Municipal 
Corporations.) The local bodies are governed by 
the acts passed by Provincial Legislatures and are 
subject to the control of the Provincial Govern- 
ments. The importance of local self-government is 
very great in modern times. 

The main sources of income of a District 
Board are. — 

J. Government grant from the Provincial funds. 

2. Local rates or cesses levied upon agricultural 
land over and above land revenue. 

3. Taxes on circumstances and property. — [This 
is a sort of income tax levied by District Boards in 
various parts of the country on incomes other than 
agricultural. T his is an importanc source of income, 
and brings about 6 crores of rupees annually to the 
different district boards. Incomes upto Rs. 300/- 
per annum are exempted, incomes between Rs. 300 
and Rs. 1,000 pay 4 pies in the rupee. The maxi- 
mum limit, however, of this tax upon individual 
assessees in one year is Rs. 2,000.] 

4. Cattle pound receipts. 

5. Tolls on ferries and bridges '. 

6. Receipts from education, e.g., fees in schools. 
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7 Medical receipts, e g , receipts from the sale 
of medicines, etc , by the District Hoard hospitals 

8 Receipts from market* and shops, fairs and 
exhibitions 

9 Income from property belonging to the District 
Board, e g , rent of building and sale price of land 
recciv ed 

10 Receipts from agriculture, seeds and imple 
ment depots, sale of trees, etc 

Main items of expenditure of a District Board 
are — 

1 General administration, and cost of collecting 
taxes 

2 Construction, maintenance and repair of 
buildings to serve as cattle pounds 

3 Schools and education 

4 Hospital*, dispensaries and care of public 
health by appointing health officers, arranging for 
inoculation and vaccination, prevention of epidemic 
diseases and supply of pure water, medicines, 
etc etc 

5 Veterinary — pay of staff, price of medicines 
and other equipments 

6 Hold mg of fairs , agricultural shotos and tndus 
trial exhibitions 

7 Agriculture and arbortculture — experimental 
cultivation, maintenance of gardens, parks, etc 

8 Public works, bko the constiuction of rOads 
planting of trees, establishment of markets and 
lest houses, etc 

9 The prevention and reclamation of soil and 
the drainage and reclamation of swams, etc , etc 

The main sources of income of a Municipal 
Board are.— 

1 Grants and contributions from the government 

2 Octroi duties levied oil articles of general 
consumption entering the town This is a very 
important source of income to the Municipal 
Boards More than half the income is from this 
source 
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3. House tax and Land tax. This is another 
important source of income to the municipalities. 

4. Taxes on animals and vehicles. 

5. Taxes on trades, callings and professions. 

6. Toll taxes on roads, ferries and bridges. 

7. Sale of water —water tax. 

S. Sale of light — Lighting rates or Electricity rates. 

9. Rent of property, municipal markets, slaugh- 
ter houses, etc. 

10. Sale of land, vegetables, fruits, etc. 

11. Education fees. 

12. Conservancy receipts. 

13. Receipts from cattle pounds. 

14. Cycle tax, wheel tax, etc. 

15. Fines and penalties for breaking municipal 
laws. 

The main items of expenditure of a Municipal 
Board are. 

1. General administration and collection charges, 
e.g., office expenses, inspection, stationery, printing, 
etc. 

2. Fire prevention. 

3. Lighting expenses. 

4. Water supply. 

5. Drainage. 

0. Conservancy, road-cleaning and watering. 

7. -Hospitals and dispensaries. 

8. Vaccination, inoculation, prevention of epide- 
mic diseases etc. 

9. Veterinary charges, and' Rewards for Destruc- 
tion of wild animals, etc. 

10. Markets. 

11. S laugh ter houses. 

12. Public instructions, i.e., schools, eiu. 
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13 Public works 

14 Registration of births and deaths 

15 Libraries, museums , parks, exhibitions, etc 

The incomes and expenditures in the case of 

different municipalities and district boards m India 
gieatlv differ according to the size and population 

The total annual income and expenditure for all 
the 780 municipalities in the country works out at 
15 crores, and of the 207 District Boards (with 584 
sub district boards and 455 Union Panchayats in 
Madras) at about IG) crores 

Thus the progress of local bodies has by no 
means been satisfactory in the country Their 
number is aery small, their resources are very poor 
and their administration is far from s itisfactorj 
The result is that wo havo colossal ignorance in the 
country, and people have no idea of citizenship or 
sense of ci\ic beauty and utility 

QUESTIONS 

1 Draw up a statement showing the impo tant heads of 
revenue and expenditure of the Government of India How 
for has the present war affected Indian finance ? JExplam folly 

2 What ore the chief sources of income and items of 
expenditure of the G jvernment of the U P Arrange them w 
the order of importance and comment on each ol them Has 
the Government got adequate funds to meet their requirement 

Also point out what economies in the expenditure and 
what additional sources of revenue you would suggest for the 
ProriClC(a) Governments to better the economic welfare of th& 
people 

3 What are the important sources of income and item* 
of expenditure of the municipal boards in the U P ? Comment 
briefly on $ach of them 

4 Analyse the sources of income and the items of expend 
ture of the district boards tti the Ui ited Provinces 
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EXCHANGE 



CHAPTER 1. 

WHAT IS EXCHANGE ? 

What is Exchange. — 

We have'seen that man’s wants are not simple 
now-a-days, They are so many that he cannot himself 
produce' all goods required to satisfy them For exam- 
ple,' he himself cannot make all articles of food and 
clothing, shoes,' house, and a’ hundred and one other 
'articles of comfort and luxury that he requires. 

Similarly, production is not simple nowadays. 
We have combination of labour or division of labour 
and large-scale production. Man cannot himself 
consume all the goods that he products. For exam- 
ple, a man specialises himself in the production of 
shoes that he can produce best. He makes a large 
number of shoes, but does not use them all himself. 

Thus both the consumer and the producer 
depend upon the system of exchange which biings 
them in touch with each other, and makes itpossible 
that what is pioduced may reach the consumer and 
what ,the consumer needs may be produced; so that 
every .person r now parts with the commodity or 
service of which he has a surplus, and obtains by 
exchange that of which 'he feels a shortage. The 
word exchan ge in E conomics, ' therefore, refers^to 
t he inter change of thing s an d serv ices for one 
another- and the arrangemen t by which this is 
brought kbotft. It is the connecting link b etwe en 
prod u c ti on and cons urn p t i o n , 
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The branch of Economics which deals with 
problems of exchange is also called Exchange. It 
discusses the problems in relation to^ the demamT 
for and supply of commodities, the theory of valued 
the extension of markets and the services performed ^ 
by money, ciedit and banking. All these problems 
will be taken up one by one in this branch. 
Conditions of Exchange. — 

In an act of exchange there are always two 
parties, each of whioh willingly undertakes to 
exchange a commodity which one possesses for the 
commodity the other offers. For example, if A 
offeiB an apple willingly to B in exchange for 
B’b banana and B is also willing to have A’s apple 
rather than keep his banana, an exchange will take 
place. And if exchange is to take place, there tnnst 
he two parties to the bargain ; and both parties 
must gain in utility by exchange. 

Forms of Exchange — 

Exchange may be 
(i)byBartei; 

(it) by Sale and Puich-se. 

Exchange by Barter. 

It means exchange ot commodities ( things ) } or 
services, for commodities ( things), or services, j.e.i 
when no money is used in exchange and^me^hingjlU 
directly exchanged tor another, e.g., a piece ofcfot'd 
or utensil for the services of a barber or a washerman. 
Exchange by sale and purchase. — 

When exchange is bi ought about through Jhe 
medium of money we call it an 'exchange byj&l« 
find purchase. Fust the seller sells the things of 
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which he has a surplus, for money, and then with this 
money he buys the things he requires. In other 
words, barter is split up into two processes — sale 
for money, and purchase with this money. 

Now, whether the exchange is by barter or by 
sale and purchase with money, the two parties 
to the exchange must gain in utility, or thero 
will be no exchange. Let us see how. 

Both parties gain in utility by Fxchange. — 

Suppose A has two apples, aad B has two 
bananas. When A has eaten one apple he feels that 
he had better have a banana than his second 
apple. Similarly, when B has eaten one banana, he 
feels that he had better have an apple than his 
Becond banana. So A gives away bis second apple 
to have the second banana from B, and both have 
an apple and a banana each. Naturally both gain 
in utility — that is, the satisfaction each feels for 
his new possession is greater than what he derived 
iromhis old one. In the same way, if A purchases a 
commodity, say, for Rs. 5 from B, A purchases it 
because he attaches greater importance to the 
commodity than to Rs. 5/—; and B sells it because 
he attaches greater importance to Rs. 5/- than 
to the commodity; and both gain by the transaction. 
A man acquires an amount of a commodity when* 
ever he finds that its marginal utility is higher 
to him than the. marginal utility of the amount 
of the commodity by the sacrifice' of which he can 
obtain lf~. — A man~ gives an amount of a commodity 
wben~Ee~~finds that its marginal utility is lower 
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to him than the nmginal utility of the amount 

of the commodity which he can procure in exchange 

for it A diffeionceJ bfdJtfieiLJJ l9..mftiginal utility 
acq uned and the moiginal utility sfciificed is an 
essen tial condition of exchange Exchange conti 
nues, and can only continue, bo long as there is 
a piospect of tl is gam It stops us soon as this 
gam to any of the two paities disappears Thris 
is what is meant when we say that both patties 
gain in utility duung an exchange operation 

To take a moie elaborate example, suppose A 
and B aie the owneis of seven apples and seven 
bananas respectively , and suppose that the utih 
ties of the two commodities to them aie aa 


follow p — 

Marginal 

Prospective 

Marginal 

Prospective 

utility of 

utility of 

utility of 

utility of 

apples 

bananas 

bananas 

apples 

to A 

to A 

toB 

to B 

i e , the utility 

i e the utility 

i e , the utility 

i e t the utility 

of the suecessi 

of the bananas 

of the suecessi* 

of the apples 

ve apples A is 

that A expects 

ve bananas B is 

that B expects 

going to part 

to receive 

going to part 

to receive 

with to B 

from B 

with to A 

from A 

(1) 60 

70 

100 

90 

(2) 50 

GO 

90 

70 

(3) 40 

45 

70 

40 

(4) 30 

30 

50 

S5 

(5) 20 

15 

40 

30 

(6) 10 

5 

30 

20 

(7) 8 

4 

15 

10 


When A give® away one cf hiB apphs, he loses 
8 units of utility (i e, the maigmal utility of 
the 7th apple) but gets 70 units of utility 
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( i. e. the prospective utility of the 1st banana) 
by having a banana. The bargain is advanta- 
geous to A, Similarly, B gives away 15 units 
of utility on parting with one of his bananas 
and gets 90 units of utility by having an apple 
from A. And the baigain is advantageous to B 
also. A will continue exchanging till he finds on 
comparison that on giving up the 4th apple he 
loses 30 units of utility and gains also 30 units of 
utility by getting the 4th banana. He becomes 
indifferent at this stage. Later on still, he finds 
that in giving the 5th apple he loses 40 units 
of utility while in getting the 5th banana he gains 
only 15 units. Therefore, A will be quite willing 
to exchange thiee of his apples with thiee of B’s 
bananas, and he may be willing to exchange even 
the 4th apple with the 4th banana but will not be 
willing to exchange the 5th or the 6th or the 7th 
apple for the 5th or the 6th or the 7th banana. 
Similarly, B will continue exchanging till B finds 
on' comparison that on giving up the 3rd banana he 
loses 40 units of utility and gains also 40 units of 
utility by getting the 3rd apple. He becomes 
indifferent at this point, and later on finds that in 
giving the 4th' banana he loses 50 units of utility 
and gets only 35 units Theiefore, B will be quite 
willing to exchange two of his bananas with two of 
A’s apples, and he may be willing to exchange the 
3id banana with the 3rd apple but will not be will- 
ing to "exchange the 4th or 5th or 6th or 7th banana 
for the 4th, 5th, 6th, or 7th apple. Thus it will 
suit A to exchange upto 4 of his apples for 4 bananas 
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while it will suit B to exchange upto 3 of his 
bananas for 3 apples. But B will under no circum- 
stances exchange the 4fch banana with the 4th apple 
because in that case he is a loser. "Under the cir- 
cumstances, tlnee apples will be exchanged for 
thi ee bananas. A in giving 3 apples will lose 8+10+20, 
i.o. , 38 units, and in getting 3 bananas will gain 
70+60+45, i, e., 175 units; while B in giving 3 
bananas will lose 15+30+40, i.e. 85 units and in 
getting 3 apples will gain 90+70+40, i.e., 200 units 
Thus A will gain 175-38, i.e., 137 units, and B will 
gain 200-85, i.e. 115 units. 

In the same way, whenever there is a voluntary 
exchange between two parties, there is always 
gain to both the paities to the exchange. Bpt 
under some circumstances this gain may disappear. 
For example, the act of exchange may not be 
voluntary, and in that case it is not neceesaiy that 
both the parties will gain — say, a policeman may 
catch hold of an ekkatvala and make use of the 
ekka for the whole day and then pay him only a 
four-anna piece. Or, there may be misrepresenta- 
tion by one of the parties to the exchange — say, 
the seller of a commodity may give out that he is 
selling gold and may charge a high price according* 
ly, but may aotually pass on brass or some other 
cheap metai'., Or again, a labourer may hare 
accept whatever wages are paid to him according 
to custom, although he may be getting leas than 
what he is worth ThuB, we come to the ^co nclusio n, 
that though there is a qain in utility to both, ths_ 
parties, this is true only when there is free cony>rf*_ 
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lion among them , and there is no force or fraud 
practise d ' 'n or t he influence of custom alloiced to 
come in. 

The same is; true of two countries or two nations. 
When they carry on trade between them, both the 
countries or nations gain, provided* they are of 
equal economic strength and there is perfect compe- 
tition, that is, those goods are imported by both 
nations which are more advantageously , pro- 
duced in one than in the other and those goods 
are exported of which there is a surplus in 
. the exporting country or which can be more pre- 
ferably produced by the exporting country than by 
the importing country. Of course, if the countries 
or nations are not of equal economic strength, the 

i i , * o ' , . 1 . j 

stronger nation may exploit the weaker nation, and 
check its economic progress. This is actually hap- 
pening in India— -the English people are exploiting 
the natural resources of India for their advantage. 
But this is an exceptional case, too. [ Read forf-notes 
on pages 16 and 17 . ] 

QUESTIONS 

1. Define exchange. What are the conditions of exchange ? 

2. Show that every exchange implies a gain in utilities to 
the' exchanging parties. Are there any circumstances 

'under which 'such a gain would disappear ? 

3. 'Show how both parties gain in utility by exchange. Do 
both nations gain likewise by foreign trade ? 



CHAPTER 2. 

MARKETS 

INDIA’S FOREIGN TRADE 
What is a Market. — - ' 

A market is commonly thought of as a place 
wheie commodities are bought and sold. Thus finit 
and vegetables are sold in the Sttbzi mandi , and 
cloth is sold m the Ba2aza. Rut there are marketB 
for things other than commodities, in the usual 
Bense — foreign exchange maikete, labour nmikets, 
and so on; in fact, theie may be a market for any- 
thing which has a ptice. And there may be no 
patticular place to which dealings aie confined, 
Buyeis and sellers may be scattered over the whole 
woild, and, instead of actually meeting together in 
IV maiket-place, they may deal with one another hy 
telephone, ttlegiam, 'cable, or letter. A market has, 
theieloie, been 'defined as “any area over which 
buj-ers and sellers are in such close touch with one 
another that the prices obtainable in one part of the 
market affect the prices paid in other parts’- 

Benhau. 

Here aie two other definitions: — 

‘Market is not any particular market-place in 
which things are bought and sold but the whole of 
any region in which buyers and sellers are in such 
free intercourse with one another that the prices of 
the same kinds of goods tend to equality, easily and 
quickly’, Cournot. " 

‘The term refers not necessarily to a place hut 
always to a commodity or commodities and het 
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buyers and sellers of the same who are in direct 
competition with one another/ Chapman. 

, ■ Thus 1° constitute an economic market two 
things are essential : 

( a ) a group of buyers and sellers. 

(b) competition among them. 

Th.e_essentiaLfeature of a market is free competi- 
tion, the test of which is one-price. 

Perfect and Imperfect Markets. — 

A market is said to be perfect when all the 
sellers and buyers are promptly aware of the prices 
at which transactions take place and of all the offers 
made by other sellers and buyers, and when any 
buyer can purchase from any seller, and conversely. 
In such a market the price of a' commodity will 
tend to be the same everywhere, of course after allow- 
ing for transport charges incurred, import duties 
paid, etc., etc. If one seller is prepared to accept less 
than others, orders will stream towards . him • until 
heds sold out or raises his price -to that asked by 
others, and if he demands more than others, he 
will , find ho purchasers, for buyers will not go to 
him in case they can get-, the same- commodity 
more .cheaply from otherg. , ■■ 

A- market is Jmperfect when ’ some buyers or 
sellers, or both, are not aware \<?f the offers being 
made by dtherS. Thus the market for second-hand 
booksls imperfect. It is- very often possible fora 
cuistbmer 'to' buy a book from one book-seller, and 
re-sell it at a profit to another. Similarly, it is yery 
often possible that some shops may sell suit cases 



CHAPTER 2. 

MARKETS 

INDIA’S FOREIGN TRADE' 

What is a Market. — 

A market is commonly thought of as a place 
wliei e commoditits are bought and sold. Thus fruit 
and vegetables are told in the Subzi mandi , and 
cloth js sold in the Bazaza. Rut there are market* 
for things other than commodities, in the usual 
sense — foreign exchange maikets, laboui maikets, 
and so on; in fact, theie may be a market for any 
thing which has a piice. And there may be no 
particular place to which dealings aie confined. 
Buyeis and sellers may be scattered over the whole 
world, and, instead of actually meeting together in 
a» market-place, they may deal with one another by 
telephone, telegram, f cabie, or letter. A market has, 
thereloie, been ’defined as “any area over which 
buyers and sellers are in such close touch with one 
another that the prices obtainable in one pari of the 
market affect the prices paid in other parts". 

Benbaji 

Here aie two other definitions: — 

‘Market is not any particular market-place in 
which things are bought and sold but the whole of 
any region in which buyers and sellers are in such 
free intercourse with one another that the prices of 
the same kinds of goods lend to equality, easily and 
quickly’ Cournot. 

‘The term refers not necessarily to a place hut 
always to a commodity or commodities and he 1 



( 11 ) 


buyers and sellers of the same who are in direct 
competition with one another.’ Chapman. 

, • Thus constitute an economic market two 
things are essential : 

(a) a group of buyers and sellers. 

(b) competition among them. 

Xh.e ^essent iaLfeature of a; market is free competi- 
tion, the test of which is one-price. 

Perfect and Imperfect Markets. — 

A market is said to be perfect when all the 
sellers and buyers are promptly aware of the prices 
at which transactions take place and of all. the offers 
made by other sellers and buyers, and when any 
buyer can purchase from any seller, and conversely. 
In such a market the price of a commodity will 
tend to be the same everywhere, of coui’se after allow- 
ing for transport charges incurred, import duties 
paid, etc., etc. If one seller is prepared to accept less 
than others, orders will stream towards him until 
he-is sold out or raises his price to that asked by 
others, and if he demands more than others, he 
will find no purchasers, for buyers will not go to 
him in case they can get., the same commodity 
more .cheaply from others. , 

A market^ is /imperfect when some buyers or 
sellers, 6r both, are not aware \of the' offers being 
madeFy' others. Thus the market for second-hand 
b o oksi s r im p er fee t . It is- very often possible fora 
customer to buy a book from one book-seller, and 
re-sell' it at a profit to another. Similarly, it is yery 
often possible that some shops may sell suit cases 
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foi a rupee or two moro tljnc othei «hops in tl e 
same town Howevei, the development of comn u 
mcations during lecent times— telegraph and tele 
phone, cable and wireless— has tended to smooth 
out the puce diffeiences between different centus 
and to make markets less impel feet 

Local market and World market — 

If the competition is limited to a small area or^ 
locality the market is called local, eg, in the case 
of over npe fiuits, etc If tho competition is woild 
wide, that is, buyeis and sellers compete for the 
commodities all ovei the woild, the market is called 
uorld market, eg in tho case of gold, 01 silver 
cotton, 01 wheat 

In a local m uket buyers and solleis aie often face 
to face, in a vorld maikot they maj be separated 
by long distances and may deal with one another 
by coi respondence, telogi aph, telephone u ireless, etc 

Modem means of communication are so rapid 
that the market for any thing today may be taken 
to be the whole world , and the main reason why 
certain tilings have not a woild maiket is that they 
are costly or difficult to trnnspoit 

[Just as we have woild roaikets and local 
markets, we mav have national maikets and 
provincial markets, etc When the whole de 
mand for a commodity is concentrated m one 
countiy, 01 to the people belonging to one 
nation, the commodity is said to have a national 
market e g , the market for “Dhotis” or for 1 Gandhi 
Caps 5 * ip India Again ? if the demand f° r ** commodj 
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ty is confined to a province, the commodity is said 
to have a provincial market, and, so on. Of course, 
such commodities may be supplied by firms in other 
parts of the world, to be sold in the province or 
the country where they are demanded. J 
Extension of market. — 

, The modern tendency has been towards the 
extension of the boundaries of the market for any 
given commodity ; and the factors that bring about 
the g row th and extension of markets may be classi- 
fied as follows]:-- 

fa) External causes : 

; ( i ) Efficient means, of transportation .and . com- 
munication , ■ • All buyers and sellers must be in easy 
and speedy communication with one another by 
means of steamship, post, telegraph, telephone, 
railway, wireless and airship, and also' the printing 
press, so that they may be in business intercourse 
and irn direct competition with one another. 

(ii ) Sound system oj currency and banking. 

(in) Peace , order and security. 

"(b) Internal causei(attributes of the commodity):-? 

(i) Wide demand. The commodity should/ be 
such as is in universal demand, e.g., cotton, wheat, 
gold, and silver* otherwise the market will be limited 
to tlie -particular region in which its purchasers are 
found as it happens in the case of Jaipur ‘safas* 
or Lucknow ‘dupalli’ caps, which are only in local 
demand; 

(ii) Large supply. The supply also of the com- 
modity must be large. if -it is to have a wide market, 
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Knie paintings and othci curio* do not ordinarily 
command a wide matket, * 

(m) Cognoscibility ( capacity foi being correctly 
deBcnbod by Baroples, grading oto), A commodity 
which can bo collect!} described is likely to have a 
wide market because it can bo bought and eolc^at a 
long distance simply by a coireot description of the 
thing, and a commodity can he fully and correctly 
descubed if it is suitable foi sampling, grading, or 
for easy and exact descnption, eg, cotton and 
wheat can have a wido market while cattle and 
raw wool are obviously not pmchasable without 
inspection Other examples of things that are hav 
mg wide markets are Elephant Biand Kerosine oil 
D 1 long cloth, Scitf'oi's Cigarettes, etc , etc , 

(tv) Portability In order to be able *o command 
a wide market, the commodity should be such as 
canies great value in small bulk, e g , gold and 
Bilver, and silks and diamond, otherwise, the cost 
of transpoitation will bo prohibitive Bricks, for 
oxamploi cannot afford the cost of carnage, but 
Jaipur marble, being highei m price, lias a good 
market all ovei Indmtit least 

(v) Durability. Commodities which are not du 
lable generally have a narrow mail-et eg, fish, 
fruits, and veget hies, meat and eggs, cannot stand 
long stoiago m ships and lailways while being 
transported But modem devices, like coldBtorage, 
airtight packing and lefrigeiation (preseiving 
with ice ) have made these things acquire a world 
Oranges fiom New Zealand^ mutton from 
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•Argentine, eggs and bacon from Canada, green 
vegetables from Holland, and butter from Denmark 
adorn the dining table of an English family; while 
Shillong pine apples, Bombay ‘Alphonso’ mangoes, 
Muzaffarnagar ‘leechies’, Bombay and' Calcutta 
bananae, Kulu and Kashmir apples, Kabul and 
Chaman grapes, Aligarh butter, even potatoes from 
Italy, apples from Japan, and dates from Arabia are 
sold all over India. 

The foreign trade of India. — 

I he discussion of markets takes us to the trade 
of India. ' The trade of India can be studied under 
(l) internal trade and (2) foreign trade The former 
includes the trade between different towns and 
different provinces in the country as also the trade 
'conducted along the coast-line and meant to carry 
articles from one port of the country to another 
part. .The latter refers to the trade betweon India 
and the different countries or different nations, and 
includes the imports and exports of the country, i.e,, 
the goods India gets from other countries and the 
goods India sends to other counti’ies. 

The internal trade of India has increased to a 
large extent lately, particularly during this period 
of the world war ; but the volume of the internal 
trade is yet small as compared with the size and 
population of the country, and a further develop- 
ment is necessary. The position of coastal trade 
also is not satisfactory, and a comprehensive progra- 
mme of port development, the building of an Indian 
mercantile marine, and a proper co-ordination bet- 
ween coastal and railway traffic is necessary. 
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As legatda the foreign tiadi), the chief feature* 
of the foreign trade* (i e , the import and export 
trade) of India are as follows:— 

Foreign Trade or International Trade* • 

By foreign trade or international trado of a country we 
mean the trade between different countries or between different 
nations For example, India eendg goods to other countries 
( exports ) and gets goods from other countries ( imports ), and 
the exports from India and the imports to India constitute the 
foreign trade of India. When a country exports more than she 
imports, she is said to have a favoura ble ba lance of tr ade whtn _ 
Bhe imports more than she exports, she is, said to have an^un^ 
favourable balance of trade, though there are other factors, too, 
that are to be taken into consideration. _ 

Advantages of foreign trade 

(0 Foreign trade enables the principle of division of labour, 
to be applied to the international trade , that is to say, notions, 
lihe individuals, begin to specialise in the production of a parti- 
cular commodity , and each country is induced to produce that 
commodity m which it has the greatest advantage, i e t in which 
the comparative cost is least 

The theory of Comparative Coat 

This theory tells ns that every country tends to produce, not 
necessarily, those goods which it can produce more cheaply than 
another country, but goods which it can produce comparattiely 
more cheaply id its own country, Suppose there are two const 
ries A and B, each producing two commodities x and y. In A 
one unit of the factors of production can produce either 10* 
or I5y In B one unit of the factor^ of production can produce 
either lOx oy 20y Now if A produces both x snd y, and B also 
produces both x and y f then 2 units of the factors of production 
will enable a production of lOx+lSy in A a n d 10x+20y «> B , 
that is, 20r-f-35y in all But If A produces only one commodity 
* ( for between x and f she can produce x better* ) and if B also 
produces only ono commodity y ( for between x and y she can 
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( i )The first important feature is that her princi- 
pal exports consist of raw materials and food products , 
ivhilst her imports consist almost wholly ofmanu - 

produce y better ), then 2 units of the factors of production will 
enable a production of 2X10z in A and 2x2(tyinB, i.e., 
20#+4O y in all. And thus in the latter case there will be a 
g&in of 5y , which will be divided between the two countries. 

We see then that according to this theory each country 
produces that which it can produce at a comparatively less cost; 
and that is why we find that though England can produce butter 
and cheese both as cheaply as Denmark, she does not produce 
these commodities but gets them from Denmark in return for her 
manufactures because England can produce manufactures comp, 
aratively better than butter and cheese, while Denmark can 
produce butter and cheese comparatively better than manufaot. 
ures; and both the countries gain in advantage. [ This theory 
is only an extension of the principle that we observe in our 
every-day life. The Principal cf a college can type his 
letters better than the office clerk, but does not type 
his letters himsoif and devoteB himself wholly to the 
work of the Principal. I can read and write at the same time 
that I can cook my food better than my cook, but I devote myself 
to reading and writing only, etc., etc,] 

(ii) Foreign trade makes a available for home cunsumption 
supplies from all parts of the world. No country can produce 
everything that it requires. India is deficient in silver, tin, 
petroleum, etc. England cannot produce jute or tea. These 
countries can get these things by engaging in trade with other 
countries. 

(iii) The very fact of goods being imported Bhows that the 

price ib cheaper than that of a similar home product, e.g., when 

India purchased dyes from Germany, she was getting the thing 
¥ 

at the lowest price possible. 

(iv) Forlegn trade makes it possible to transport raw mate- 
rials produced in a backward country to some other country 
which can put them to the best usa, etc ?> etc, 
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faclured products . She expoi fcs oilseeds to European 
countries only to get them back in the form of 
purified oils, slio sends metallic oies and gets pure 
.metals and machinery, she exports cotton and get? 
cloth, etc., etc. 

(ti) Another important feature ib that her 
exports nre generally in excess of imports so that the 
balance of trade is always favourable to India (in 
1941*42, the expoi ts exceeded imports by about 61 
crores) ; but she does not get gold or silver in return 
for the entire amount of excess. A Iaige poition of 
this is spent away by tho Government of India in 
meeting tho Home charges in England, and in 
paying interest, shipping and insuiance charges, 
etc , etc. \ About 98 per cent of seaborne trade is 
carried on in foreign ships and freight has to be 
paid. Similaily insuiance premiums have to be 
paid to foreign insuiance companies. Again, a large 
amount of foieign capital has been invested in India 
and mterost*has to be paid. Expenses of the India 
Office, and the salary of the High Commissioner in 
England, pensions, etc., have also to be paid [These 
are all known as Home olurges.] 

Disadvantages of Foreign Trade. 

<i) The natural resources of a country may be exploited to 
the greater advantage of other nations. For example, the coal 
mines of a country might bo emptied, or the iron deposits might 
be exhausted, or tho law of diminishing returns may begin to 
■work in agriculture. 

(u) Foreign competition may be harmful for some Industrie* 
Cottage industries of India have suffered pn account 0 fee m pe- 
tition from outside. 
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(Hi) The third 'important feature is that the hulk 
of our foreign trade is carried on with the United 
Kingdom . Forty per cent of our imports are from 
the United Kingdom and thirty-two per cent of 
our exports are to the United Kingdom. Formerly 
about 64% of imports used to come from the United 
Kingdom but lately Japan and United States 
became formidable competitors of United Kingdom 
in the Indian market. Germany also regained 
the markets that she had lost during the f first 
European war. In the present war, howevor th© 
imports to and from Japan, Germany, Italy, and 
other enemj^ countries have completely ceased and 
most of our foreign trade now is with Great Britain 
and the U. S. A. 

Note : To improve her position in India’s foreign trade, 
Great Britain has from time to time tried to encourage trade 
between her and the colonies and the dependencies through the 
8oheme of Imperial Preference*; the Ottawa pact*, etc., whioh 
are discussed in the footnotes below. 

Imperial Preference* : 

About the close of the 19th and the beginning of the 20th 
oentury when the era of Britan’s industrial supremacy in the 
world began to close, and, on account of competition from 
Germany, America and Japan, Britain’s share in the trade of 
of the world began consistently to decline, serveral conferences 
of the various units of the British Empire were held and serious 
attempts were made to meet the situation. The result was the 
adoption of the policy of Imperial Preference — a scheme designed 
to encourage trade between the mother country ( i.e., Great 
Britain) and the colonies and the dependencies. According to 
this, colonies of the British Empire could impose protective 
duties on all goods imported into the country, but after having 
protected their own industries a gainst foreign competition, some 
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(tv) The fourth important feature is that India 
has followed mamly the fiee trade* policy, and manu 
faotured goods of foreign countnea can ea3ily enter 
into the country without paying much of duty, 
What is needed is a policy of piotection * 

preference was to be given on goods manufactured by members 
of the British Empire, e g , if India imposed a duty of 40% On 
foreign cloth for the protection of her industry, she weald only 
impose a duty of 20% or 30% on goods imported from Empire 
countries, while they also, in their turn, would give Bheb 
preference to the imports of goods from India into the r 
countries 

India was asked several times to adopt this policy, but the 
people did not approve the idea They thought that India could 
not get much from the schema — she could not expect substantial 
preference from Great Bntatn, and preference of any value 
,from the British colonies, while Bhe could not give substaDtal 
preference to British manufacturers without caus ng serious 
loss to Indian industries However, in 1931, an official delega 
tion was eent to Ottawa where an Imperial Conference was to 
be held and this question was also going to be discussed In 
this conference the Indian delegation accepted the policy of Impe 
rial Preference This policy worked for 6 years, and did some 
thing to improve the position of Great Britain m India e foreign 
trade, but did not benefit India in any way It was more 
advantageous to Great Britain than to India, and tho Legislative 
Assembly (Central) vehemently opposed it, with the reBnli that 
the Ottawa agreement could not work for long 
Tree trade *— 

When a country does not impose any restriction on the entry 
of foreign goods, it is said to have free trade Generally no 
duties are levied on the imported goods, or, if any duty i* 
levied, the amount of the duty is usually fixed at a low rate, 
merely for the purpose of raising revenue for the state 
Protection * 

When the Government wanta that the home industries should 




(v) -The foreign trade of India j has declined zin 


bfc encouraged, : and. foreign goods should not be allowed, to*, 
compete: with them, it: imposes 'a duty,, (or a tax)^on the imports 
of, foreign goods into.the 'Country, sor that on account of .this 
duty the prices olforeign goods. may become , higher and it may* 
therefore, become difficult for them to find, a market in prefer- 
ence t to the -home-made goods,- ..The levying of , this tax, or the 
taking . of other such .steps towards protecting the home industry 
from -the competition of other countries, is known as protection »■; 

Many people are of opinion that there should be no restric- 
tions in trade between different countries or different nations. 
That is to say, goods made in India should be allowed to sell in 
other countries without their having to pay in those countries 
any .other charge except that of cost of transportation, and simi- 
larly goods made in foreign countries should be allowd to reach 
Indian consumers without any other charge. The advocates of 
this doctrine allege that the producer and the consumer both 
gain when there are no restrictions. . 

The producer gains because he gets, a free opportunity of 
producing those things that he can comparatively produce better 
than others and when every country is producing whatever she 
can produce best, production on the whole benefits (read the 
doctrine of. Comparative Costs). The consumer gains because 
he can get. things cheap. , Protection imposes a heavy burden 
on the consumer, because when high import duties are 
levied on foreign goods,, the prices rise^ and consumers suffer ; 
while this is not so in the case of free trade. Besides, if one 
country '■ discourages the imports from another country by 
imposing duties, there is no reason " why the other country 
should not retaliate' by imposing an equally high duty on the 
goods of the former country imported into it. Protection 
is a game in which more than one can play. 

‘But in the practical" world we find : that every country wants 
fc safeguard its own interest first : and almost all the countries 
of the world have been trying in one form or the other to 
protect their own industry from the competition of other coon* 
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recent ytaVs % but still it ia considerably greater 


tries. England only used to be a great advocate of free trade 
formerly. Since the days of the Industrial Bevolntion England 
found herself at a great advantage as compared to the rest 'of 
of the world in the matter of production. She could produce 
cheaper than other countries could, there was no danger to her 
of imports from other countries, and the policy of free trade 
very well fitted in with the conditions prevailing in the country. 
Bat since the time of the Great war even England has adopted 
the policy of protection. 

In the case of India, there was free trade upto 1921, bat is 
in 1921-22, the policy oj protection was deoided upon in certain 
cases by the Indian Fiscal Committee appointed by the Govern. - 
ment. In pursuance of the recommendations of the Committee 
the Indian Tariff Board was appointed to examine the claims o! 
industries which desired protection, and this Board has bean 
from time to time, making proposals to the Government of 
India regardmg duties to he imposed on such goods aB steel, 
cotton, sugar, matches, leather. Because the policy of protec- 
tion has not been adopted wholesale, but only in the case of 
certain industries, it has been known as the policy of dtJCnm- 
inciting protection That is, before imposing import duties on 
any'article for purposes of protection, it is very well examined 
whether it will do good to the particular "industry. The Tariff 
Board examines such questions, then submits its report ard 
mates certain recommendations to the Government. 

The Tariff Board before granting protection to aDy industry 
considers the following questions — - f 

(a) Only those commodities are to be protected which are 
widely consumed, and are very important from the national 
point of view, e g , iron industry, cotton industry. , 

h (b) The industry to be protected should be such that after 
receiving protection, it begins to be produced in large quantities 
and the price of the commodities becomes cheaper than before. 
That is to say ? the commodity should be a manufacturing article 
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than it was a hundred years ago. The total value 
in 1864 was 85 crores of l’upees. Before the great 
war, i.e,, about 1914-15, it was about 425 crores, and 
in 1928-29 it rose to 600 crores, but now (1941-42) it 
has gradually come down to about 410 crores. 

The causes of growth in foreign tarde in the 
beginning of the 20th century were the es- 
tablishment of peace and order, improved means 

and not an agricultural product which may have to suffer from 
the operation of the law of diminishing returns. 

(c) The industry should be such that it has not to depend 
upon other countries for raw materials, labour and capital 
necessary for the production of that particular industry. That 
is to say, the protected industry should be purely Indian con* 
earns, started with Indian capital, run and managed by Indian 
labour, using Indian raw materials, and should have a big home 
market so that it may not have to look to other countries for 
its sale. 

(d) Above all, the industry should be of such a nature that 
after sometime, it may stand on its own lege, and' the amount 
of protection given to it in the beginning may be withdrawn after 
sometime, and yet it may be able to face world competition. 
This is known as the infant industry argument . JuBt eb an 
infant can have no chance of success in its fight against a fully- 
grown up man, similarly, an industry in the infant stage cannot 
manufacture things as cheap as the old established producers of 
other nations, and, therefore, so long as the industry is an infant 
industry, it should be helped to dsvelop by means of protection. 
To put it in another way, just as the children need the fostering 
care of their parents during the period of their infancy, so the 
feeble and newly started industries need be carefully protected 
during their years of weakness# But as soon as the industry 
has gained ground, and finds it possible 'to stand on its own legs, 
the help should be withdrawn, and the industry should be letf 
$0 compete w^th other countrief. Our policy should be "nurse 
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of comniunication, rapid giowtli of meicantile 
marine, opening ot Suez Canal and the conatuic- 
tion of a act-work of roads and railways in India 
The causes of decline in later yeais weie the 
geneial depletion in tiade all over the world, and 
the fact that theie was some development m 
home industries as a result of the gieat wa v These 
began to utilise the law iroaterials m the country 

the baby, protect the child, and free the adult The unfortunate 
thing, however, is that this is only a pious hope which is never 
realised Once the industry becomes used to the help in the 
form of protection, it cannot afford to lose it, and the wfluen 
tial people in the industry male it almost impossible for the 
Government to withdraw the help once begun Tbia haB been 
the case in America and Germany, etc , and even in Ind a we 
find that though cotton industri ir a fairly old industry, the 
mill owners are still clamouring for protection 

The Tariff Boards have so for recommended protection for 
Iron and Steel industry, the Cement industry, the Ink industry 
the Paper industry, the Match industry, and finally the Cotton 
and Sugar industries Thoy rejected the claims of magnesium 
petioleumj coal and the Textile industry to protection T3ot 
Indians feel that a more satisfactory and scientific system of 
protection is necessary for our industries 

Arguments generally urged m fax our of Protection are 

(1) The honiB markets should be secured to the prCdnceri 
within the country as long as hundreds of bur countryman 
are unemployed, iotBign products should not be allowed to enter 
the country. * When you buy manufactured goods from abroad 
we get the goods and the foreigners get the money When you 
buy the manufactured goods at home we get both the goods and 
the money , says an American writer 

(2) India started m the race for industrialisation long 
after other nations had ^one, and cannot compete- wftlf 
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itself and thus shut out foreign products propor- 
tionately. The immediate effect of this naturally 
was ,to curtail the volume of foreign trade slightly. 
For example, less cloth began to be impoited than 
used to be imported before, because Indian cotton 
millsalso began to supply cloth to the Indian maiket; 
and less iron began to be imported, too, because the 
Tata Steel and Iron works very successfully carried 
on the smelting of iron ore in the country itself and 
began supplying steel and iron goods to the country. 
Similarly, with the development of sugar industry, 
the imports of sugar considerably declined; and 
with the development of paper industry, imports of 
paper declined. 

other countries seccessfully — it h is practically a competition 
between a giant and an infant, and ’therefore needs protection 
for some time, [ Read the infant industry argument above* ] 

(3) India is an “over-agricultural” and an ^underdnaustrial” 
country. It is not desirable that we should depend only on 
agriculture. A larger number of industries must be encouraged 
in the country. Tins is possible only by affording protection 
to new industries. 

{!) India is one of the few countries in the world which can 
become self-sufficing, the other countries being United States of 
America, Russia and China. Why should pt not have national 
strength and independence, when nature has provided oppor- 
tunities to her ? “Defence is better than opulence”, and we 
must have self-sufficiency, even at the sacrifice of economic 
interests, if necessary. 

And even though on economic grounds the polioy of free 
trade may be the best between nations ; wffiich are in a state of 
comparative economic inequality, protection is necessary in 

the case of countries which are backward 

* 4 * 
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The pi esent World War has also brought about 
great changes m the foreign tiade. Because trade 
with enemy countries, e.g. f with Germany, Italy 
and Japan, has altogether ceased, and because theie 
has been an acute shoi tage in shipping, etc,, the foieign 
trade has consider ably declined. Another noteworthy 
featuie lias been that the share of the Brutish Empiie 
ant its Dominions and Colonies in oui foreign trade 
has increased, and so have the shares of TJ. S A. 
and China increased. One more change has been that 
the proportion of manufactured articles in imports 
has declined while the proportion of manufactured 
ai tides in exports has increased, which means 
that theie has been some industrial progress of 
India during this period of war. 

Chief Exports of (ndia. — 

The chief Exports ate as follows: — 

Articles Countries to which exported 

(1) Jute, raw and Raw: — Germany 0 , Gieat 

manufactured, Britain, U.S A , and others 

Manufactured (gunny bags)'* 
Australia, Gieat Britain, 
South Africa, and otheia 

(2) Cotton, raw and Baw - — Japan 0 , China, 

manufactured Germany 0 , Great Britain 

Yam and cloth : — China, 
Africa, Peisia, Imh and 
others. 

(3) Rice Ceylon, Germany 0 , China, 

and otheis. 

(4) Wheat Great Britain, France, 

Belgium, Irac|. 
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( 5 ) ^ ea Great Britain, Canada, 

America and Iran. 

(6) Oilseeds France, Germany' 3 ', Great 

Britain, Australia 

(7) Hides and Skins Germany'*, U. S. A., Great 

Britain, Italy*. 

(8) Gold Great Britain. 

(9) Manganese ore Great Britain, Europe, U.S. A. 

(10) Lac U.S. A., England, Germany 4 

Chief Imports of India. — 

The chief Imports are as follows: — 

Articles Countries from which Imported 

1/ Cotton Manufactures Great Britain, Japan,' 3 ’ U.S. A. 

(2) Metals, iron and Great Britain, Germany 0 , 

steel Belgium, and America. 

(3) Machinery, inclu- Great Britain, Germany 0 , 

. diDg' railway plant and U. S. A. 

(4) Mineral oils U. S. A. and Russia. 

( Petroleum and 

Kerosine ). 

(5) Motor Vehicles U. S. A., Great Britain, 

Canada. 

(6) Silk China, Japan 0 , England, 

Italy 0 . 

(7) Artificial Silk Italy, Grpt Bir tain, J apan 4 . 

(8) Woollen Goods Great Birtain, Germany 4 , 

' Italy 4 , Japan 4 . 

(9) Drugs and medi- England, Germany 4 , U.S.A. 

- cines 

10) Paper and Paste Canada, America, Norway, 
board. Sweden, Japan 4 , 



IMPORTS AND EXPORTS IN LAKHS OF RUPEES 
1942-43 

(War-Time) 1 


vri am, Pulse A, Flout 31 Giam, Pulse& Flour 7l2 
Su S ai 4 2 T*a > 8168 

0l,s 2728 Otis l U\ 

Cotton law & v,astol542 Seeds } , , 105/ 

Wool iaw 295 Cotton raw L waste 5o8 

Chemicals Dni 0 s and Jute raw 901 

Medicines 639 Hides and Skm8 ' m 

Dyes and colours o42 Metals 190 

Maehmeiy 1053 Cotton ( yam and 

Cotton (yarn and manuf) 4686 

manufactured) 137 Jute, manufactured 8638 

Duudj the post war period, it is expected that 

the countiy may have mcieased imports of produ 

coi s goods e g , machineiy, etc , fiom the United 
ingdom and theU S A , and may be able to develop 
m ustml pioduction But she cannot hope to 
hn maikets m these countnes for hei manufactured 
icles These countries shall of couise lequire 
1 law mateiials, such as mica and manganese, and 
D ° ma T eon tmue to take some of oui cotton; 
ut we will have to find out export markets 
m ome in the less industrially advanced 
countries of Asia, etc, etc 

been stopped ^ ^ Wlth Gormany ' IfcaIy and Ja P !lD ha8 
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QUESTIONS 

1. Define a market and distinguish ‘ between a local market and 
a world market. %6ive illustrations. . „ . 

v ** ^ 5 „ < $. 1 r \ Z 

2. Carefully assign, after giving reasons, the extent of market 
( local, provincial, national, or world) to the following 
'commodities produced in India : — 

mangoes, articles of furniture, sarees, bricks, and tea. 

t * 1 .% i- * lt # ^ , , . 

3. A single competitive price is both the characteristic and the 
' 'test of an economic ‘market'. Explain this statement, and 
"•discuss the causes responsible for the extension of markets. 

4. What are the causes that influence the extent of the market 
for a commodity ? Discuss the qualities that a commodity 
shouid possess in order to have a wide market. 

5. What are the special features of the foreign trade of India ? 
Why have imports declined during the present war ? 

6. Give an approximate idea of India’s chief imports and 
exports. What important changes have you marked in 

^ r 

them during recent years ? 



CHAPTER 3. 

DEMAND AND ! SUP^LY 

Demand. — 

By demand economists meoa not the mere desire 
to possess a thing, but an effective desire , that is, 
desiie to possess a thing eoupied with the means of 
purchasing it and the willingness to use Jhose 
means for the purpose Demand thus implies 
three things : 

(1) Desire to have the thing, 

(2) Means to pui chase it, 

(3) Willingness to use those means for purcha- 
sing it. 

Thus the demand of a street boy who has no 
money in his pocket foi a thiDg in a shop is not 
demand, because he has not the means to purchase 
it. Nor is the demand of a rich man who has no 
will to spend money a demand, because though he 
ha3 the desiie and the means to purchase the 
thing, he has not the will to use those means for 
purchasing it. 

Demand depends upon price — 

How much of a thing is required depends on the 
price that has to bo paid for it If the price is high) 
the demand is small. If the price is low the demand 
islaige. Demand, therefore depends upon P nce 
When we say that demand fo r mangoes has increa- 
sed, we mean that more mangoes aie demanded *k 
the present pi ice in the market We do not mean 
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that even at Rs. 5/- or Rs. 10'- a mango, the de- 
mand will be large. Thus demand differs from 
desire frhich has no reference to price. Demand 
always means demand at a price; and the demand 
at one price is different from the demand at 
another price. 

Law of Demand. — 

1 

From a study of this relationship between 
Demand and Price, economists have laid down the 
following Low of Demand. 

“At any given time and under given conditions, the 
amount demanded increases with a fall in price and 
diminishes with . a rise in price.” Marshall 

Demand and price are, indeed, like the two ends 
of a see*saw, when one end goes down the other one 
goes up; and vice versa. 

Note : — Evidently this law is derived from the Law of Dimi- 
nishing Utility. As the utility of a commodity diminishes as 
the consumption goes on, we are induced to buy a certain 
thing in a larger quantity only when its price is reduced, 

Demand Schedule. — 

j It is a stateme nt or table or list showing lmw 
m uch of a commodity will be purchased by a person, 
by a class of^pereonsj^or^by, all the people in a 
market, at different prices. _ . For example, if 


at a price of Es. 7,000/- per 

car 600 cars would be demanded 

» U 

„ 6,000/- „ 

., 800 

- 


,, 5,000/* ,, 

J,000 „ 


U ?5 

,, 4,000/- |, 

jj Ij500 3 j 


15 m 

„ 3,000/- „ 

i* 2,000 v 


Vhep ,/fchis 

list or schedule of different 

detpands 
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nt different puces will be known us the Demand 
Schedule , 

Explanatory notes : , < 

(l) The demand schedule mat/ be of an tndtudual or of a 
market, but generally it is of a market. We get the marlet 
demand by adding together the demands of all the individual 
buyers in the market at each different price. Let us take the 


case of oranges : 
Price per dozen 

A’s demand 

B’e demand 

i -l ' ! 

O’s deznsod 

16 as. 

m dozens 

2 

in dozens 

l 

in dorecs 

0 

12 „ 

3 

2 

0 

10 „ 

5 

1 J. 

1 

8 

J 8 ' " 

6 , ‘ 

' 3 

6 „ 

12 

*’ 9 ‘ ! 

‘5 

4 ,, 

16 ' ’ 

f • - 18 

8 " 

These are three individual schedules of A, B and C, A being 


a rich man, B a middle-olass man, and 0 a poor msD. 

Now suppose in a market there are a hundred such rich 
men as A, two hundred and fifty such middle-class men si B, 
and four hundred such poor men as C, then the demand schedule 
of the whole market will be formed sb follows: — 


Price 

per 

dozen 

A's 

demand 

in 

dozens 

Demand 

of 

100 

such 

men 

R’b 

demand 

in 

dozens 

Demand 

of 

250 

such 

men 

C’b 

demand 

in 

dozens 

1 

Demand Demand 

J S of ' f of the * 
4C0 entire 
such market 
men 

16 as. 

2 

200 

1 

250 


0 

oranges 

450 

151,. 

3 

300 

2 , 

500 

0 

0 

800 

10 ,, 

6 

500 

4 

1,000 

1 

400 

1,900 

8 „ 

8 

800 

G 

1,500 

3 

1,200 

3,600 

6 „ 

12 1 

1,200 

9 1 

2,250 

5 

|«1 

5,450 

4 

15 | 

1,500 

23 1 

3,250 ] 

8 

9,250 

7,950 


(2) The demand schedule holds pood for a certain period 
of time — rather, an inBtant of time, for conditions of demand 
are alwajs changing. It relates also to a particular place, for 
market conditions also vary. Thus* in the above schedule, we 
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must take care to mention the time and the market — say, we 
might say that the schedule is for 8th July 1937, and for the 
Bombay market. 

(3) The Demand schedule does not show what the price 
actually is, what quantity actually is bought. It is only- a 
hypothetical schedule , based on the presumption of those who 
are familiar with the market conditions and who are thus able 
to state with some degree of accuracy about what quantity 
wouldbe wanted in case any one of these prices should prevail. 

(4) It is very difficult to frame accurate schedules, but these 
schedules help the manufacturers very much in fixing the prices 
of commodities. They are of great use in Economics because 
they enable us to know the changes in the demand for a commo- 
dity with every change in the price of the commodity, and 
show to us the degree of elasticity of demand for a particular 
commodity to a particular person or group of persons. They 
help us in understanding the law of demand, in measuring Ihe 
consumer’s surplus, etc*, etc. 

Demand Curve, — 

. A graphic representation of the demand schedule is 
known as a Demand Curve, e.g., the following diagrams 
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show tho demand cuives for the two market de- 
mand schedules, one of motor ears and the other 
of oranges, lofened to in tho pieceding paragraph 

Elasticity of Demand — 

The law of demand tells us that demand expands 
with a fall in price, and contracts with^a rise m 
puce. This tendency of demand to expander 
contiacb with changes in puce is called ‘‘Elasticity 
of Demand’ 1 . In othei words, elasticity of demand 
means the degree of change m the quantity deman- 
ded in response to a change in price. 

If with a slight rise or fall in price the demand 
for a commodity decreases or increases very much, 
the demand for the commodity is said to 1)C elastic 
e.g., in the case of luxuries and comforts, rich 
dieBses, books on fiotion, etc. 5 etc. Whenever 
there is a rise in puce the demand for these things 
falls veiy much, and whenever there is a fall m 
price tho demand for them rises very much. 
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- J L with asli 9 llt r i SG or fall in price the demand 
for a commodity diminishes or increases very little, 
i tjiedemand is s aid to he less elastic or inelastic t eg,, 
i p the case of necessaries like sajt and matches. 
Whenever there is a rise or fall in the price of 
these things the demand falls or increases, no 
doubt, but the rise or fall is not very great. 



It is not easy to decide, in all cases, whether 
the demand for an article is elastic or not. The 
elasticity of demand is different for different hinds of 
i commodities and even f or the same commodity it is di- 
fferent for different classes of a community , e.g., the 
demand for houses is less elastic than the demand 
for motor cars, and the demand for motor oars is 
inelastic for the poor though elastic for the rich. 
'Again, the same article may he elastic in demand 
for a certain range of 'prices and inelastic for other 
ranges of prices , e.g., the demand for sugar may 
be elastic between 6 ans. a seer and *4 ans. a seer, 
but it will be almost inelastic between 2 ans. 
l\pd 1 an. a seer. Ifowever ? some general rules 
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have beea framed about, the^causea on which varta 
tions in elasticity depend. 

They aie — 

(jf) Generally speaking, demand for comforts 
and luxuries is elastic , while the demand for ntce 
s*anes ts more or less inelastic Some wnteis go 
into furthei detail and say that demand foi comfoits 
la highly elastic (when the price of comforts falls 
a little, we immediately decide to buy a larger 
amount ) , demand foi cheap luxuiies is moderately 
elastic ( e.g., in the case of gold watches, Paiker 
pens, etc ) , demand for absolute necesaanes ( e g , 
wheat, coal, etc ) and costly luxunes (eg, raie 
wines, diamond rings, Holls loyce cais, etc), is 
inelastic 



THU tOUR CURVES INDICATE DIFFERENT DEGREES OF ELASTICITY 
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(2) Elasticity differs not only according to the 
nature of. goods, but also with different prices. 
Elas ticity of demand is small at very high, and 
very low prices ; it is great at medium prices. If 
the price of a commodity is very high, an ordinary 
rise or fall in price will not affect the demand for 
it because thpn it is bought by the rich alone 
who will buy it at any price. If the price is very 
low everyone who wishes to buy can buy, and an 
additional fall in price does not make any difference 
in the amount demanded. But at medium price, 
it is consumed by the middle* class people, so that 
if the prices rises a little, the latter will give up 
its consumption and the demand will shrink, while 
if the price falls a little, lower middle-class people, 
and even the poor, will begin to consume it and 
the demand will rise. 

However, if we consider the demand of a class 
of people only we find that “the elasticity of demand 
is great for high prices and great, or at least co'nsi * 
der able, for medium prices but it declines as the 
price falls, and gradually fades away if the fall 
goes so far that satiety level is reached.'’ Marshall, 
This means that when prices are high, ! a fall in 
price produces a considerable increase in demand, 
e.g., mangoes in the beginning of the season* and 
when prices are medium, neither very high nor 
very low, the elasticity of demand is only a little 
less than- in the first case; while if the prices have 
fallen very low so that everybody can buy the 
commodity, the demand shows no elasticity. v e.g., 
when mangoes sell at — / 1 / — p ei ' 100, the demand 



shows no elasticity — whether the price is 6 pice 
or 3 pice per 100 theie is haidly any fall or rise in 
demand, and the buyei will buy as many as ho 
leqmres, without thinking of the puce 

Note s The level at which 'very high’ and 'high* prices begin 
is, of course, different for different classes, and the same is the 
caaO with the ‘low and 'very low price levels 

(3) Demand for commodities tihtdh constitute a 
habit ts less elastic, and st) ongei the hahit, the smaller 
the elasticity , e g , a man who has become u*ed to 
writing on fine papei will contmuo t to demand it 
irrespective of a use in its puce. Simiku ia the 
case witfA the demand for opium 6 y au opiam*eatfei. 

( 4 ) Demand for commodities that have a great 
variety of uses is elastic, because With a rise in 
puces some of tho uses aie given up, while with a 
fall in puces there is a laige expansion in the 
amount demanded foi some paiticular Use, eg., water, 
which may be used foi dunking, cooking, bathing 
medicine, mdustij, washing, irrigation, etc, or 
coal, which may bo used in blast furnaces, lailaays, 
ships, gas woiks, electncity works, faotoncs, homes, 
and bo on When watei becomes dear, it may be 
used simply for drinking and cooking, and other 
uses may be given up Similarly when coal be- 
comes deal, it may be used only foi some purposes, 
and other uses may be given up 

(5) Demand for commodities which have got 
adequate substitutes is elastic because with a use m 
price some of the substitutes would be brought into 
use, e g., when electricity becomes deal, people go W 
for peti oleum aud kerosene oil , T*hen ejectuc fans 



( S3 ) 


are costly, ordinary fans aie used ; and when the 
bus faie is lowered, tram fare remaining the same 
as before, more people, who used to go by irams, 
go by buses because of the cheaper 'rate. Similar 
is the case with tea and coffee, sugar and gur , ghee 
and oil, wheat and hejhar, etc., etc. Elasticity of 
demand depends very much on the possibilities of 
substitution. 

(6) The demand for things like rare wines and 
luxuries is elastic hut the changes in the price of 
these things do not affect the poor. 

(7) Demand of persons of large incomes is less 
elastic than that of persons in poor circumstances, 
and elasticity of demand is increased hy an equal 
distribution of wealth , while an unequal distribu- 
tion leads to inelasticity m demand. 

Importance of Elasticity. — 

The study of elasticity is very important from 
several points of view. In the first place it enables 
manufacturers and monopolists to decide whether 
to sell at high prices or at low prices, e.g., if at 
high prices, demand should greatly shrink, they 
should not raise the prices and enlarge the use of 
substitutes ; while if the demand for a commodity 
is inelastic they would find it in their interest to 
raise the prices. In the second place, it is impor- 
tant for the finance minister in imposing fresh 
laxes^the^effect of the tax is to increase the price 
of the article, and if there is considerable addition 
to price demand may greatly contract and hence 
the revenue even after increased tax may be less 



than what it was befoie the tax. This is why the 
Government of India is so eager always to laise the 
rate of tax on salt and not on comforts of life, like 
postage stamps laihvay lates, etc. When the rate 
of post caids was raised from two to three pice a 
few yeais ago, the income of the Government did 
not lise veiy much as many people gave up using 
postcards. 

9. Supply. — 

Just as demand is always at a pi ice, supply is also 
at a pi ice ; and just as there is a difference between 
desire and demand, so theie is a difference between 
stock and supply. The stock is the entire quantity 
of goods that could bo sold, the supply is the quan- 
tity that would be sold at a given price. Just as 
desiie when it becomes effective becomes demand, 
so stock when it is actually offered in the market for 
sale at a price becomes supply. There is no such 
thing as supply apart from price , A shopkeeper 
may have a stock of 1 ,-000 hais in his shop but if 
he is willing to sell only 100 at the pieeent price 
Measurement of Elasticity : 

There are usually two way6 in which elasticity is measured. 
The method adopted by Taussig, Marshall and Chapman is to 
calculate the amount spent by the community over a commodity 
the elasticity of demand for which is to be measured. A given 
price is at first taken and the quantity bought at that prw 0 18 
stated Next,, changes in price are recorded along with the 
corresponding demand. Quantities bought at different prices 
are then multiplied by their respective price, and the pro- 
ducts are compared. ' When the product U the same as before, 
i.e.,the community spends the same sum even at a slightly higher 
price the demand is Baid to be unity. ^ When the product if 
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of Rs. 2/- each the supply at Re. 2/- will be said to 
be 100. •' ' 

Law of Supply.— - 

“As the price rises, other things remaining the 
same,' the quantity offered for sale (supply) will 
tend, to increase, and as the price falls, the quantity 
offered for sale (supply) will tend to decrease.” 

Simply stated, the law says that supply increa- 
ses as price rises, and diminishes as price falls. 
Supply and price move to-gether. 

Supply Schedul e. — 

. . A supply schedule, like the demand schedule, 

greater ( i«e., when the community spends more on the whole 
than before), elasticity is said to bs greater than unity. And when 
the product is less than before ( i.e,, when the community spends 
less than before ), elasticity is said to be less than unity. 


Consider the following example : — 

Commodity 

: A 


Price 

things sold 

Amount spent 

Elasticity 

Rs. 3 
„ 2 

• . .200 

300 

Rs. 600/-) 

„ 600/- ) 

unity 


B 



„ 3 

200 

600/- \ 

greater than 

i) 2 

500 

1,000/-/ 

unity 


C 


(very elastic) 

3 

200 

600/- 1 

less than 

>, 2 

250 

500/- / 

unity 




( less elastic ) 


Another method followed by Flitrx and others is that of 
finding out the percentage of change on the side of price and on 
the side of demand and then comparing them : 

Percentage change in_q.uantity ^ought^ 

' Elasticity of demand^^^-^— fa — - elS - pric0 
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as a list of the diffeient amounts of a commodity 

that will be supplied at different prices, e.g,, 

at a pries of Es. 7,000/- per car praducara will sell 1,900 cars 

M00 „ 
1,000 
<700 , 
500 

Like demand schedule, supply schedules also 
always relate to a particular time and place. They 
are also hypothetical and imaginary, foi no one 
can be absolutely certain of the commodities that 
would be offeied at diffeient prices However, 
for the put pose of understanding or discovering the 
economic law of pi ices, supply schedules are also 
a useful aid 


6 , 000 /- 
5,00f /• 
4,000/- 
3,000/- 


Supply Curves — 

It is a graphic i epiesentation of the supply 
schedule See the diagram below : 
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Elasticity of Supply. — 

‘'The term elasticity and inelasticity applied to 
demand are applicable also to supply. The supply 
of an arti cle, may be termed elastic when it leads 
to change readily with movements in the price of 
those articles, and may be termed inelastic when 
_changes m price have little effect on the amount 
offered.” E. Thomas. 

Manufactured articles mav thus be said to have 
greater elasticity because with rising prices supply 
may be made to increase. But in a very short 
period, when supply has no time to adjust itself to 
the demand, the elasticity is limited. In the case 
of agricultural produce, when supply cannot be 
increased before the next harvest, the elasticity of 
supply is restricted. 

QUESTIONS 

1. Define ‘Demand and Supply’ ; ‘Demand schedule and 
Supply Schedule’ ; ‘Demand Curve’ and ‘Supply Curve.’ Give 
examples. Of what use are these schedules and curves in the 
study of Economics ? 

2. Enunciate the law of demand, and point out three of the 
peculiarities of demand. 

/ 

3. What is meant by elasticity of demand ? Why is the 
demand for some commodities more elastic than for others ? 
Explain fully. Draw curves to illustrate elastic demand. 

4. Explain the following, and draw curves to explain your 

answer , 

“The elasticity of demand is great tor high prices, and great, 
or least considerable, for medium prices ; but it declines as 
the price falls and gradually fades away if the fall goes so far 
that satiety level is reached/' 



CHAP1ER 4. 

BALANCING OF DEMAND AND SUPPLY 
or 

HOW VALUE IS DETERMINED ? 

[ Value is of two kinds — value m use or utility (le, power 
to satisfy a want ), and value in exchange (i e , power in exchan, 
ge, or price ). Coal has a large valno-in use, but little value, 
w-exchange Gold has great value in exchange, though not so 
great value in use All desirable goods have xalve in use 
Even free goods like air, water, heat and light have value in 
use But economic goods ( or wealth ) alone have rofue in 
exchange '* 

■When we use the word 'value' simply, we mean value in 
exharige It is inevitably relative, since the value of one 
thing must always be expressed to terms of another. For 
example, the value of X In terms of F is the amount of F which 
can be obtained m exchange for X If 1 lb of tea exchanges 
for 4 lbs of sugar, the value of 1 lb of tea in terms of pounds 
of sugar is four, or to say the same thing in other words, the 
value of 1 lb of sugar in terms of lbs of tea is a quarter The 
value is the ratio or rata at which tea and sugar exchange 
against each other. 

In practical life, however,* value is nearly always expressed 
in money— so many rupees, eto , and is then termed pric#,] 
Balancing of Demand and Supply — 
or 

\ ttow value, or price, Is determined) 

There ate always two paities to a bargain,, the 
buyer and the seller. The buyer tries to pay as 
low a price ns ho can ; the seller tries to charge as 
high a price a«» he can In any case, the buyer 



( 45 ) 


will not be willing to buy for more than is the 
utility of the commodity to him ; and the seller 
will not be willing to sell for anything less than 
the cost of production of the commodity to him. 
Suppose B is the buyer and S is the seller of a 
commodity C. Suppose also that the utility of C 
to B is equal to 4 pice while the cost of production 
of C to S is 2 pice. Now B will in no case pay 
more than 4 pice — it is his maximum. And S will 
in no ease accept less than 2 pice — it is his minimum. 
What will be the price ? Evidently, the price will 
be somewhere between 2 pice and 4 pice, and will 
depend upon the higgling and bargaining between 

B and S. Say, it is 3 pice. 

\ 

-Now suppose there are two buyers B and B f , 
though there is only one seller S and only one 
commodity C. The utility to B is 4 pice, but the 
utility to B' is 5 pice. Naturally B and B' will 
compete among themselves for the purchase of C ; 
and the price may be forced up to say, 4 £ pice. B 
will not be able to pay so much as the utility of 
the commodity to him is only 4 pice, and so B' 
will have the commodity. 

Next suppose that B is the only buyer but 
there are two sellers S and S'. The cost of produc- 
tion of S is 2 pice but of S' only 1 pice. There 
will be competition between S and S' and the price 
may be forced down to say, If- pice. S will not be 
able to sell his commodity because his cost of pro- 
duction is more than 1^- pice ; and S' will sell the 
commodity. > 
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But for tli© good luck of the poor buyers and 
for the good Jack of the sellcis with s high cost of 
production, there aie many sellers and many buy el’s 
in the market , and a double-aided, competition bet- 
ween buyers and sellers is aluays oomg on. As a 
result of this competition between the two groups, 
a price is fixed in the maiket at which most of the 
buyeis get the articles and most of the eelleis aie 
able to sell the ai tides — only those who have too 
high a cost of production go without making a sale* 
or those who are too poor to buy at that ( pliqe And 
this piocess of ariivmg at a price m a local maiket 
is known as the balancing of supply and demand. 

Suppose the following schedules 1 ©present the 
market for motor cars on a paiticuHr day : 


Price 

Bakers willtng 

SellerB willing 

per car 

to buj 

to sell 


600 cars 

1,800 cars 

„ 6,000/- 

800 „ 

1,400 „ 

„ 5,000/. 

1,000 „ 

1,000 , 

W»WiTiTi7fl 


700 „ 

PWijpMiM 

2 000 , 

600 . 


Thin the price of ihe cir will be to«sed hither and 
thithei like ft shuttle cock and will be finally fixed 
at Bs %000/- pei car, at which point the quantities 
demanded and the quantities offered are equal. 
And if the price foi ft time goes above this point, 
it will have the tendency tb come down to this, 
while if for a time it goes below this point, it will 
have the tendency to come up to this point. 
[Suppose tlie«piice is Ks 6,000/*. Then at this 
puce 1400 cars would be offered while only 800 
would be bought, Sojne of tjiose who produce 
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at the lowest cost, in order to sell more of cars, 
would accept less, say Rs. 4000/-. The change in price 
would lower the supply to 700, but raise the demand 
to 1500. 1 'Now, as the demand is greater than the 
supply, the sellers would demand a higher price, 
and would raise it to Rs. ! 5,000/-. At this price it 
is possible that 1,000 cars would be offered and 1,000 
cars would be bought. ] 

Thus we conclude that in any market and at 
any time the price will be so adjusted through the 
competition of buyers and sellers, that the quantity 
demanded is equal to the quantity offered at that 
price ; and that if at aDy time the price is above or 
below this equilibrium point, the tendency of the 
market will be to return to this point — price can- 
not be above or below it for a very long time. 



In the diagram above D D' represents the^ demand curve ’ 
and S S' the supply curve for motor cars. These two meet at 
P, and P Q represents the equilibrium price, while HP represents 
the equilibrium demand and equilibrium supply. 



We are now in a position to sum up the theory 
of value or price. Price m the maiket ib deter* 
mined by competition among buyeis and sellers. 
Buyers look to the utility of the commodity to 
them, selleis look to the cost of production of the 
commodity to them * The utility to the buyers 

♦Marginal Utility and Marginal Cost of Production 

It has been said above that price ia determind on the one Bide 
by the utility of the commodity to the buyer and on the other by 
the coot of production of the commodity to the seller But in a 
market there is not only one buyer but many and there is not 
only one seller but many there is not only one commodity but 
many Some buyers are willing to buy at a high price some only 
at a low price Some sellers cost of production is high, others 
cost of production is Im Some buyers buy only one commodity 
and some more Some sellers produce only one commodity and 
some more Whose utility and wl ose cost d! production Will 
determine the price id the market ? 

The answer to th s question is that market price will be fixed 
by the marginal utility of the marginal buyer 1 ) 5 " the~"one~'tide’ 
and the marginal cost of production of the marginal Beller_on 
the other 

As we kDDw already tbe buyer will try to pay as little a* 
possible and will not pay r more than the marginal the 

commodity to him For example tbe utility of a thing t£> the 
buyer is as followB' — 

let unit of tbe commodity 4 pice 
2nd , , 3 , 

3rd , „ 9 A . 

How many will he buy ? If the price is 4 pice he will buy only 
1 if 3 pice, two , if 9 pice three , and so o» ( We pay for a 
commodity according to marginal utility ) 

Similarly the Beller will like to have aj3_mdch as .possible— 
and will not accept less than the narginal cott of production ol — 
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fixes the upper limit, and the cost of production 

the commodity to him, For example, 

the cost of production of the 1st unit to him is 2 pics 
at 2nd „ 3 ,, 

3rd ,, 4 }| 

How many will he produce ? If the price is 2 pice, he will 
produce only one; if 3 pice, two; if 4 piece, three ; and so on, 
(We charge for a commodity according to marginal cost of 
production).* 

So the buyer will pay according to the marginal utility of 
the commodity to him, i.e., the utility of the last or the least 
useful unit he purchases, while the seller will charge according 
to the marginal cost of , production of the commodity to him, i.e., 
the cost of production of the worst or the costhest unit. 

Now there are many buyers and many sellers. Competition 
will go on among these buyers and sellers. For example, 

1.000 people are willing to have gobhis at 4 pice each 

4.000 „ ,, ,, ,, 3 ,, >i 

10,000 >» ,, i, u 2 „ n 

Suppose the supply is of 15,000 gobhis , what will be the 
price ? Two pice, because if the price is 4 pice, only 1,000 
will be sold; if it is 3 pice, only (1,000+4,000) will be sold; 
hut if it is 2 pice or lesB, all will be sold. Who are the marginal 
buyers ? The 10,000 willing to buy at 2 pice. And 4 it 
is they who determine the price. 

Next suppose that, the cost of production being different in 
each case, 

1.000 people are willing to sell gobhis at 4 pice 

4.000 „ S ,, 

10,000 „ „ 2 „ 


And suppose the demand is for 15,000 gobhis , what will bo 
the price ? Four pice, because if the price is 3 pice 1,000 people 
will not sell, and if the price .is 2 pice 1,000+4,000 people 
will not sell and will go out of the market. Who are fcho 
marginal sellers ? Those whose cost of production is 4 pice, 
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to tlio selleia fii.es the lower limit, and then thore 
is a sol t of seo-saw of values. 

Mutual competition among buyeis (greatoi demand) 
tends to foice prices up # and that prompts greater 
and gieatei supply Similaily, mutual competition 
among soilote ( gieatei supply ) tends to force puces 
down, and bungs them nearer and nearer to the 

Thus wo come to the conclusion that price is determined 
by the marginal buyer on the one Bide and the marginal seller 
on tbe oilier Tbs marginal buyer pays according to tbs 
marginal utility of the commodity to him, and thr~margmal 
seller sells according to the marginal cost of production of the 
commodity to him Taken together, marl'et talue is / trerf g j q 
point whore the least price which the seller will take rather than 
go without selling the commodity meets the highest price wfajcb 
the bui or is prepared to giro rather than go witbout_tho 
commodity In other words, where the marginal utility of flu 
marginal buyer tj equal to the marginal cost of production of the 
marginal seller. 

Non in the illustration of motor cars taken above, why will 
not more than 1,000 cars be bought at 5,000/-? Because the 
■utility of thu carB to those who do not buy ib less than 5,000/* 
Many of those who bought the cars would have given higher 
prices, if necessary, but the persons who were just induced to 
buy (i e r marginal buyers) may bo assumed to have been willing 
to give Rs. 5,000/- and no more. Why should any other buyer 
pay more m that case ? 

Why would not more than 1,000 care bo sold at Rs- 5,000/- ? 
JVamwi 'tmdrj fixifiiuy? mnditmns nf all cars in excess 

of ,1,000 would have bad to be supplied by manufacturers whose 
cost of production per car was greater than 5,000 Many of 
those who sold the cars at 5,000 would have charged somewhat 
lower price, but wo may assume that to those who were yust 
induced to Bell (i e , to marginal sellers), the cars coat 6,000/- 
eacli Why should bd> other seller charge less in that case ? 
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level .of the cost of production. In other words, 
price and the two forces of demand and supply act 
and react upon one another. If price rises , demand 
diminishes ( law of demand ), hut if demand dimi- 
nishes price falls . When price falls , demand in- 
creases , hut when demand increases , ptrice rises. Simi- 
larly , if price rises, supply increases ( law of sup- 
ply ) ; hut if supply increases , price falls. When 
price falls , supply decreases, hut token supply decrea- 
ses, price rises. These changes always go on in a 
market till a point is reached where the demand and 
supply are in equilibrium, i. e., the amount deman- 
ded at the price is also the amount supplied at 
'that price. This price at which the demand and 
supply equate or balance is called the market price 
• or equilibrium price', and this- is the price at which 
goods change hands at any given time and place. 

Here we must carefully note that neither demand 
alone nor supply alone can determine price. Water 
and air have great utility and are always in demand, 
but because they have no cost of production, they 
have no price. Similarly, mere cost of- production can- 
not determine value, for no-body.will pay anything 
•for an article which nobody wants, although any 
amount of labour may have been expended in making 
it. A machine is made at a cost of Rs. 1,000/- but 
it does not do any other work except making a noise, 
will anybody pay any price for it ? Similarly a 
' book, which 'is absolutely useless, is printed at great 
cost by the author ; will anybody pay any price for it ? 
And, again, will anybody give a commodity free, 
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simply because he did not spend anything ovci 
it but fc ot it ns a gift fi om somebody ? Ihe 
answer is 'no’, and we conclude that neithei uti 
hty alone, nor the cost of pioduction alone, can gut 
value to a commodity Just -is we cnunot say tli \t the 
tppei blade or the lowei blade alone of i pan of sets 
sol s cuts a piece of cloth when the two blades operate 
together, so we cannot say whethei demand alone 01 
supply alone determines value, and just as tlieie can 
te no cutting until the two blades meet, so tlieie can 
be no value until supply meets demand — the point 
at which they meet in older to cut, i e, the 
equilibrium point is the point at which mulet 
value is died 

One question however, still arises Granting 
that \alue is the woik of both supply and demand 
opeiatmg jointly, which of the two has gi eater 
mfluonce on the inaiketpnce — demand or supply, 
utility oi the cost of pioductiou ? 

The inswer to this question is that when a 
thing already made lias to be sold, the pnc°s which 
people will be willing to pay for it will be governed 
by then desne to have it, le, by their demand for 
the commodity Take the ca«o of a commodity on 
a particular day, in a paiticulai month, or during T 
any shoit peuod Hete the stock to be sold is 
practicaYly fixed 1 ! on that day, m that month, 
or during that shoit peuod, demand for that 
commodity increases then the price will rise, and 
if the demand falls the price will also fall, the cost 
of production will have little influence eg,in the 
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case of perish able articles, like fresh vegetables or 
fish, the stock of which is fixed for the time and 
the sellers of -which are compelled to dispose of it 
within a short time, .demand will have a great 
influence on price, i e., a sudden increase Jn demand 
"will raise the price considerably whereas an un- 
expected decrease in demand will result in a very 
considerable' fall in price. Of course, there., may 
be iiojiuch greats rise or fall in the case of an article 
which can be kept for a long period, but even here 
it must be remembered that business people cannot 
afFord^tcT keep < their capital locked up in goods 
which sell but slowly ; they must buy other goods 
and to do this they need eapital. So they have to 
sell their goods, too. , 

The case will, howevei , be altogether different 
in the long iun. The market pi ice will then ' 
fluctuate aceoiding to the cost of production. 
If the demand happens to be great, the price will 
no doubt rise for a time above this, but this rise 
will not continue long. As a result of high prices, 
production will increase no doubt, but there will 
be competition, among the producers, and the 
market price will fall to the level ( of the cost 
of production. Similarly, if the demand fails for a 
,time, price will fall below the cost of production, 
but this cannot continue long. As a result of low 
prices, production will fall off— -because no one will 
like to. .produce for a loss;—, and this reduction in 
supply will in the long run raise the market price. 
This is why it is said that ‘ Value tends towards the 
cost of production in the long rurf\ 
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To tike “in example, suppose there is an mere iso 
in tho tlomaul tor lmts At hist the pnco ot hats 
mil use Tint would mean latter profits for hat 
maikcrs. The hat industiy will bo encouiagcd and 
enlarged Moio hats Mill be prodticod Improve* 
ments and adjustments Mill bo made in the hat 
industry, so that tho expenses of production would 
fall to the minimum \nd these expenses of 
pioduction poi Jiat Mill piobabl^ bo lower than 
before, becauso hats Mill bo pioduccd on a large 
scalo To piompt gieater demand for hats, hat 
makois will rcduco then prices eo that they might 
bo able to disposo of all tho lmts tlicj make This 
tendency Mould go on operating till tho hats sell at 
their cost of pioduction pi ice 

lhc conclusion is that the shorter the j>cnod* 
j xihtch ice arc considering the greater is the i njlucnce 
, of demand (utility) on value, and the longer the 
j jicrtod the more important util he the mjlun cc of 
supply (coa( of production) on taJue 
’Short period and long period markets — 

Tha period of time nocosBary to aljnst the supply to tho 
changed demand is cilled tl a long periol Adj shorter period 
is called a short period For example, there is an increase in 
tho demand toi lemono, aDd more trees arB rlanted If they 
begin to give lemons m a year and thus add to the supply if 
the market, a year will bo the long period and leas than a year 
the short period Similarly a big increase in the demand for 
rnbbor may lead to a \ery largo rise in its price, and the price 
may remain very high for several years until the new trees 
planted in response to the increased demand begin to yield 
The idea of these will be clear from tbo following dlyuioo 
of marko* 8 ccording to tune by MaUSIH.LT — 
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Market price and Normal Price. 

/ 

MarJcoLprice is the price ruling in the market at 
any_moment 3 and represents the equilibrium point 
between demand and supply 'at a particular time. 
This price may of course vary from day to day ac- 
cording to changes in demand and supply. At one 
time demand may be low because of the absence or 
inactivity of the purchasers; at another time supply 
may be in excess of demand because of the arrival 
of plentiful supplies from outside. Uader such con- 
ditions the market price will fall by reason of the 
competition of sellers. Conversely, it will rise if 

(i) Very short period market (viz., a day or a week). Here 
supply is more or less fixed, and value is determined by the 
influence of demand alone. It may be in excess of, or less then, 
the cost of production, according as demand is greater or smal- 
ler in relation to the supply. The price of fish, for example, 
in one day will be determined by the stock of fish already on 
the market, and the demand for fish. If on any day the demand 
fdr fish increases, the price will rise immediately because it 
would be difficult to increase the stock of fish. If on any day 
the demand falls, the price will fall, too, immediately. 

(ii) Short , period market (viz., a few months or a year). 
Here supply would adjust itself to the demand, but would do so 
only imperfectly, as supply cannot be adjusted all at once. The 
appliances of production — the machines, the specialised labour, 
etc., have to be increased or decreased, and this requires time. 
Thus in a short period market an increased demand would be 
met by overworking the existing appliances of production, while 
a decreased demand would not do away with the existing 
appliances all of a sudden, and production would continue still, 
though 1 on a smaller scale. Increased demand for fish would 
raise the prices and encourage the fishermen *to place a greater 
amount on tHe market by using the existing boats and nets to 
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demand is in excess of supply at any paiticular time. 
For example, the market value of fish on a day may 
be gieatly increased, if there ho a great demand for 
fish on account of a festival that day, or may be 
greatly i educed, if theie is some illness in the town 
and people decide to give up taking fish Similar- 
ly, the maiket value of ghee may rite during ruai* 
nage season and the market \aluo ol 1 am coats dur 
mg iainy season, for though the market puces of 
goods oi a less perishable nature than fish may not 
fluctuate so markedly', yot even in such cases there 
may be appieciable seasonal puco vauationB, Mar- 
ket pnccs are vety m uch like a n tempeiature « Inch 
the full, and the price will show a falling tendency Value 
would still be influenced by demand, though the influence of 
BUppIy would slowly and gradually assert its-If 

(in) Long pertod market (viz , several years) Here supply 
would adjust itself fully to the demand If more than the cost 
of production is obtained tho appliances would be increased, the 
supply would be increased, and the demand price would be low 
ered so as to conform to the cost of production If less, some 
of the appliances would be taken over to other industries, Bupplj 
would be reduced, and the demand price would come up to the 
supply price. For example, newer boats will be built, more 
nets will be made, and the fishermen would try to increase their 
catch in every way possible And the price would fall until it 
becomes equal to the cost of production 

(iv) Very long period market (or secular "movements of value 
extending 56 ct 60 jvxn, vxy) Here the supply wih 

.refer - to the output that will be produced with the adoption of 
new inventions and new improvements, greater accumulation of 
capital, growth of population, spread of education, etc , etc 
For example more and more persons will be trained up as 
fishermen, great improvements will be introduced in the fishing 
industry, and tho price will be equal to the new cost of production 
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varies from time to time— it chan'ges with the 
weather, it is affected by every v cloud, by a guest 
of wind, or by rain. 

ormal price i s the price which prevails in the 
long run. In other words, it is the price that pre* 
vails in^the long period, and v e have already seen 
that in the long period the price of a commodity 
tends to be equal -to the cost of producing it. It is 
also determined by the forces of demand and supply; 
but here we consider the demand and supply over a 
period sufficiently long for fresh goods to be brought 
forward in response to an inci easing demand. We 
consider the equilibrium of normal demand and sup- 
ply, in stead of the temporary equilibrium that we 
considered in the case of market price. 

Market price may or may not be equal to the 
normal— price. Very often it is different from nor- 
mal price. But it has a geneial tendency to become 
equal to the latter. Normal price is like the central 
position of the pendulum. The pendulum seldom 
stays at the central position. It moves to and fro. 
But wherever' it goes, it has always a tendency to 
come back to the central position of rest. Simi- 
larly, the market price fluctuates above and below 
the normal price, but it has always a tendency to 
come back to the normal price. Normal price is the 
centre about which market price oscillates. 


PR'CtJ" 

NOMMAV. tfCUCt" - ; 

price ) J 


-V-*C.GST PRIC e 


Let us take an example. Suppose the market 
price is higher than the normal price for some time. 
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It is natural that unusual profits will begin to appear 
and pioduction will increase. The consequence will 
be that the market price will tend to fall. This 
movement will stop only when the market price 
comes close to the normal pi me and unusual profits 
cease to occur {similarly, if the maiket puce is for 
some time below the noimal price, unusual losses 
will begin to appear pioduction will shiink, and the 
maiket price will tend to use till it comes close to 
the noimal pi ice and unusual losses cease [ Read 

the example of hats in tl e preceding paragraph ] 
Changes in the expenses of production and Price 
We lnve now seen that, in the long penod price 
tends to l o equal to the cost of production J 3 ut 
the costs of pioduction 01 the expenses of pioduc 
tion aie always changing Some commodities are 
subject to the law of diminishing returns, and if 
there is a peimauent increase in the demand for 
them, they will only be produced at higher 
cost per unit, and naturally their prices will 
go up „ Ovhci commodities enjoy the opeiation of 
the law of inci casing r etui ns and, if theie is a 
permanent increase in the demand foi these, they 
will be produced at lower cost, and their puces 
must fall Foi example, in the case of hats m the 
illustiation discussed in the preceding paragiaphB, 
it will be noticed that the puces fell down — the 
industry began to enjoy increasing 1 etui ns Prices 
ultimately would go*up instead of falling if theie 
weie an inoreased demand foi the pioducta of 
agncultuie, for in agucultuie the law of decieasing 
leturns operates m the long run and the expenses 
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of production rise. Indeed, it is only when an 
industry is under the operation of the law of cons- 
tant returns that the cost will renjain the. same for 
an increase or fall in the demand and supply. 

Some Special Problems of Value. 

Joint demand : 

> Certain things are wanted together. For example, when we 
want a penholder we also want a pen, when we want a watch, 
we also ~want a chain or a wrist-strap, jvhen we want a safety 
razor, we also want blades and a strop, and when we want to 
build a house, we want bricks, stones, mortar, timber, the 
services of masons, etc. The utility of one thing without the 
other would be very little. And there are some interesting 
problems connected with joint demand. For example, if the 
supply ef one thing becomes scarce, forces are set in motion 
which bring about a rise in the price of the ether or 
others also# 

Joint supply : 

There are sertain goods which cannot be produced sepa- 
rately and are produced together in a single process. The cost 
of producing one of them is the same as the cost of producing 
all of them. For example, by churning milk we get butter and 
butter-milk ; distillation of coal giveB us coal gas, coal tar, 
coke and ammonium nitrate that is used as manure in garden- 
ing and agriculture ; manufacture of petroleum gives us petrol, 

kerosin oil, vaseline, gasolene and naphtha ; and similarly 

* 

we have a joint supply of wheat and straw, cotton and cotton 
seed, oil and oil-cake, mutton and wool. 

The price of joint products must together be enough to cover 
their joint expenses of production. And the apportionment of 
the total price between the two joint products depends upon the 
relative .demand for them. It is very difficult to find but the 
costs of production separate^ in such cases. 


i 
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Composite demand 

Land can be need for agriculture pasture, gardening, build, 
mg etc , water can be used for purposes of drinking, bathing, 
washing, gardening, etc, milk can be used ns curd, as mono as 
rfl&n, as food or drink, as modtcino, etc. and similarly Iron, 
wood, rubber, cotton, jute etc , can bo put to miny uses Total 
demand for every one of them in all its uses, is called "Ooropo* 
Bite demand * 

Composite demand is considered under ‘‘Alternative supply * 
by Marshall — both mean the game 

Composite supply : 

Toft coffee and cocoa satisfy tho same desire, e g of drink- 
ing , different vegetables selling in tho market satisfy practically 
the same demand , and wood pulp bamboo pulp, grass, rags 
and waste paper at® all used for tho manufacture of paper The 
supplies in these cases are competitive supplies in relation to 
one another The ‘composite iuppl>* of goods at any price is 
thus tho sum of all rival commodities at the price, o g the 
composite sun ly of drink at a given pneo equals the 6Uppl) of 
tea plus the supply of coffee plus tho supply of cocoa at the 
same price 

Composite suppb is considered under ‘Alternative demand" 
by Marshall 

Indirect or Derived Demand ; 

The blade of a knife has no utility apart from the knife The 
handle of a knife haB also no utilitj apart from the knife Thus 
when demand for knives increases, demand for blades and 
handles would also increase and when demand for knives dec- 
reases, demand for blades and handles would h!bo fall Demand 
for knives is said to be a direct demand , demand for blades and 
handles is said to be derived from tho demand for knives 
Similar!}, tbe demand for bricks lime masons etc , is derived 
from the demand for a house , the demand for nibs and holders 
is derived from the demand for steel pens, etc , etc 

These are all, however, veri complex problems in the de- 
termination of tho theory of value ai d going into the minute 
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details of such problems doss ,doIi seem to be within the scope 
of this book, A brief discussion has been given juBfc to stimulate 
thought. 

Monopolies : 

We have discussed in the foregoing pages how value is 
determined in a competitive market, that is, in a market where 
there is competition between buyers, between sellers, and 
between buyers and sellers both. But sometimes there is little 
competition in the market, and the commodity is produced under 
conditions of monopoly, that is to say, the producer enjoys a 
monopoly of production, and has the power to control price, 
while the consumers have little or no hand in its determination. 
In such cases value is determined on a different principle 
altogther. 

[ Monopolies may be (1) natural monopolies, e. g. t Bengal 
has a monopoly of jute production ; (2) social monopolies, e. g«, 
gas, water and olectric light companies, canals and railways ; 
(3) legal monopolies, e. g,, patents and copyrights ; (4) State 
monopolies, e. g., the Government of India has a monopoly of 
the production of salt and* opium ; (5) capitalistic or voluntary 
monopolies, e. g., the trusts and kartells in TL S. A., Germany 
and Great Britain, say, the Standard Oil Company of New York. 
They may also be classified as public monopolies, e. g., munici- 
pal water-works, or private monopolies, e. g., the combinations, 
trusts and kartells. And they may be either complete mono- 
polies — such monopolies are rare, or partial monopolies L e., 
when they axe restricted in their operation to a particular area, 
so that any considerable rise in price generally stimulates its 
production elsewhere. ] 

Determination of monopoly value. — The monopolist neither 
charges the highest price nor the lowest price, hut such a price 
as earns for him the highest income. For example, an electric 
supply company finds that if electricity is sold at -/8/- a unit, 
10,000 units are consumed and there is a gain of -M/* per unit ; 
while if it is sold at /4/- a unit, 50,000 units are consumed, and 
there is a gain of ~/2/- per unit ; and if it is sold at -/3/- a 
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unit 80,000 units are consumed, and thero 
per unit. 

is a gain 

of ./a /. 

Number of 

Expenses 

Gain 

Total 

Rate units demanded 

per unit 

per unit 

income 

0 8-0 10,000 

0-4.0 

0-4-0 

Rs 2,500 

0-4-0 50,000 

0 2*0 

0 20 

„ 6,250 

0-3 0 80,000 

02 0 

0-1.0 

5,000 


Thus the rate at which ha gets the highest income (Rs 0,250) 
ts -/4/- a unit, and he will naturally like to fix this rate IWlien 
a thing is subject to increasing returns, he tries to produce 
more and charge a lower price— sinco at the price the monopoly 
profit is likely to he greater , when a thing is subject to con- 
stant returns even then he trios to produce more , but when a 
thing is subject to diminishing returns bo tries to restrict the 
supply, since it ib only then that he can make the largest 
monopoly profit ) 

However, it must bo remembered that a monopolist has not 
always a free choice in fixing prices Firstly ho has to take 
into consideration the feelings of tho public, 1 e , public 
opinion Secondly, he has to seo that the price fixed is not so 
high as to lead to tho introdi etion of -substitutes, say, if electri- 
city becomes very dear peojle will begin to use gas light, 
karostn oil lamps otc Thirdly he has to take care that the 
price is not so high that the Government may interfere or 
rival producers may find some way of stepping in So ou and 
so forth 

Speculation 

Speculation refers to that form of business enterprise which 
is undertaken in the expectation of n rise or fall in prices Spe- 
culators purchase at a time wheD the supply is large and demand 
iftvssfA', sad jtflV itu*- tr ift-iTW mYtfir supply nr smwiV idaoif jid 

large They keep in view the condition of the standing crops, 
the conditions of demand in tho world, the prospects of the new 
crops, the happenings in other countries of tho world, and so 
many other factors that are likely to have their effect on supply, 
demand, or price They tbuH equalise price from year to year, 
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from season to season, from month to month, also as between 
different countries of the world. They spread supplies over 
periods of time in proportion to demand, tbpy do away with 
violent fluctuations in prices, etc., etc., and thus they are of 
very great service to society* The only evil of speculation is 
that it has a tendency to degenerate into a blind speculation, 
and even gambling, that readers business feverish, and causes 
needless insecurity. And when it is rife, many people give up 
honest work and try to get rich quickly by lucky hits. This 
is a common sight in the speculative markets of wheat and 
seeds, cotton and shares, at Bombay and Calcutta, Sometimes 
they even combine together to have a control over the supply, 
so that ..they may be able to charge as high a price for a 
commodity or a share as possible ; and this is called ‘corner- 
ing* or “Khela M . Many attempts have be6n made by govern- 
ments of different countries to check the abuses of wild specula- 
tion or gambling ; but they have not been successful. 

QUESTIONS 

1. Define ‘Value* and explain the difference between 

value and price. Explain the statement : 4 ‘There can be no 

general rise in values and no general fall in values’*. 

2. Define demand and supply, and explain how they 
help in the determination of the price of a commbdity. 

3. What do you mean by temporary equilibrium of 
demand and supply ? How does it differ from normal equili- 
brium of demand and supply ? Give examples to illustrate 
your answer. 

4. “If price rises, demand diminishes, but if demand 
diminishes, price falls. It is difficult to see how price ever 
changes.* 1 Solve this difficulty. 

5. Explain the following statements, so as to make their 
meaning clear 

(a) The demand for a given* commodity is governed by the 
marginal utility of that commodity. 
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(b) Value tends towards the cost of production in the 
long run 

6. Distinguish between market price and normal price, 
and show how the former oscillates about the latter 

7 'The value of a commodity is normally about equal to 
the cost of production Doee this mean that it is the cost of 
production of ■& commodity which gives it its value, so that if 
there were no coat of production there would be no value ? 
Explain how cost of production affects value. 

8. "The value of a commodity cannot bo permanent!) 
much above or below its cost of production Explain why. 

9. Determine the influence of the oxpenseB of production 
on price. Under what conditions is it a dominant factor 
and wh) ? 



CHAPTER 5 

♦ From Barter to Money 

< . 

We have seen in a previous chapter that ex- 
change may be either by barter or by sale and 
purchase through money. The former method was 
in use in the early days, when the wants of men 
were very simple, the area of exchange was limited, 
and, society was generally backward. But as 
wants of men multiplied, . division of labour in- 
creased, society developed, and markets widened, 
difficulties were experienced in this method, and 
barter was replaced by mom y ; till today we find 
that exchange is almost invariably carried out 
with the help of money. 

Difficulties of Barter. — 

(l) There must be a double coincidence in 
barter and this is not always possible. For exam- 
ple, a man hah a h'orse and wants a carriage. He 
may never get a can-iage unless he finds a man 
who is prepared to give him his carriage and at 
th f e same time is willing to accept his horse in 
return. If he conies across somebody who is will- 
ing to give his carriage not in return for the horse 
but in return for a bicycle, the bargain cannot be 
struck'. Endless time might be spent in seeking 
a person who wants to sell a carriage and at the 
same tiinAwaints to buy a horse, and the chances 
are that he would have to give up the quest some- . 
times. A story is told of a ■ traveller in Africa 
who wished to obtain a boat: The owner ok the 
boat was ready to part with it but wanted ivory 
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in exchange. The tiaveller had no ivory. Ho 
found a man who had ivory and wanted cloth. 
He himself had no cloth. But he had wire, and 
he found yet another man who gave him cloth foi 
his wire, so that he could then exchange the cloth 
for ivory, and finally exchange the ivory for the 
boat. Clearly, a great deal of time and energy 
have been spent here in bargaining, and tiade 
under such conditions cannot but be restiicted in 
scope. Besides, most exchanges in the modem 
woild aie net exchanges of commodities. How, 
for example, would wages be paid under baiter ? 

(2) Difficulty of a common measure of value, 
Itis difficult to judge how much of one thing is 
to be exchanged for how much of another. Foi 
example, if one man has a horse and anothei a 
cauiage, and both of them want to exchange, they 
cannot do so m the absence of a common measure 
ot value It is not necessary that the ownei of 
the hoise would regard it as exactly equal to the 
carnage m value, and if he thinks that his horse 
is more valuable, exchange would be impossible, 
because a poi tion of the toorse would be of no use 
to the owner ot the carriage. Exchange would 
have become much easiei if the values of all com- 
modities were expiessed in terms of money. As 
one foot indicates a ceitain amount of length, as one 
pound indicates a certain amount of weight, a 
unit of money expresses a certain amount of value. 
It is the measuring rod foi the exact measurement 
of each exchange ratio. 

(3) Difficulty of subdivision. Ceitain .things 
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cannot, by nature,. be broken or divided, e. g., 
book, furniture, or diamond ; and exchange be- 
comes difficult when the values of commodities 
to be exchanged differ. For example, a shoe- 
maker wants a loaf for his shoes, but the exchange 
value of a loaf is only a fraction of the value of 
the shoes while the shoes cannot^ be sub-divided 
without destroying their values. How can there 
be exchange ? 

[ These difficulties are removed by the use of 
money these days. ] 

Functions of Money. — 

“Money’s a matter of functions four, 

A medium, a measure, a standard and a store.” 
The chief functions of money are ; — 

(i) Money serves as a common medium of ex- 
change. It does away with the difficulty of double 
coincidence in barter, e, g., what I want the other 
man must possess, and he must want what I possess. 
It enables us to buy directly what we want for 
money, instead of the necessity to find a person 
who is willing to part with what we want in 
exchange for what we possess but do not want ; 
and it enables us to sell our goods, too, in the same 
way. We sell our goods for money because, we 
are sure that others will also accept money for 
goods, when we want to buy them. We exchange 
our services for money because we are confident 
that others will also sell their services for money 
w T hen we require them. Thus money serves as a 
common medium of exchange, and makes the work 
of exchange easy. 
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(ti) Money series as a common n*t a sure of value. 
Just as we measure the length ol a piece of cloth 
by means of^he/.yaid, so we measuie the value 
of commodities by the me.ism mg rod of money. 
In its teims, Hh(S % values of all other commodities 
are measured and compaied ; foi “it is easier to 
asceitain and remember the 1 elation* of many 
things to one thing ( money ) than then innumei- 
able cross relations with one another 1 ’ John Stuart 
Mill If, for example, we know that wheat sells 
at Rs. 4 /* a md., sugai at Rs 12 /* a md , and copper 
at Rs. 2 <i/» a md , we know that the value of Copper 
is twice that of sugar and six times that of ^\heat. 
Every aiticle bought 01 sold can now be valued in 
teims of money. 

(m) Money serves as a standard for deferred 
payments. This means that money can be used 
to pay off old debts, without much injustice 01 
loss aiming to the debtor 01 the ci editor ; because 
the value of money is tnoie constant and stable 
than the value of commodities (Loans are daily 
given and taken in the economic society of today, 
and their repayment is Mefeued’ 01 delayed to a 
futuie date. In older that the boiiowei may 
return to the lender the same value which he had 
boi rowed, it is necessary that the lendings and 
borrowings be earned on in terms of money whose 
value jem.uns f.i»ly stable. But this claim Dot 
sustainable on closei study. Besides, this function 
of money cannot logically be sepaiated from its 
function as a measure of value discussed already. ) 

(tv) Money serves also as a store oj value, Many 
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commodities change in value, many others are 
perishable and cease to have any value after some 
time. But money is always in demand, and main- 
tains its value ; so it is convenient to hoard money 
instead of commodities. Value can be stored best 
in the form of money. ( This function is also 
becoming less and less important these days owing 
to the substitution of deposit banking for hoard- 
ing and owing to the growth of investment habit. 
However, money serves as a reserve for bank credit 
itself — a proper reserve ensures solvency and ena- 
bles us to use cheaper medium of exchange, such as 
bank notes and cheques. In any case, money is the 
most liquid of all assets). 

Definition of Money. — 

Some writers have defind money in a very 
narrow sense. They include only metallic money, 
and according to them paper money is not money. 
Other writers interpret it in a much wider sense. 
They include all media of exchange — metallic 
money, paper money, cheques, bills and drafts : 
“Money is that money does’’. — .TVa/for. 

, The more moderate and common view, how- 
ever, is to include in money only those media of 
exchange which are generally acceptable in pay- 
ment of goods, or i.n discharge of debts, which pass 
freely from hand to hand as media of exchange, and 
which are given or accepted in the final discharge 
of debts pr in the final payment of dues (that is to 
say, without leaving any obligation which requires 
settlement afterwards). According to this view, 
cheques, bills, drafts and Hundis are not included in 
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money, and are Known more piccisely as “credit 
instrument*” Oi f ‘ci edit money”, but both metallic 
money and cunency notes aie included. 

In the words of ely, “money is anything that 
passes freely from hand to hand as a medium of ex- 
change and ts generally recen ed in final discharge 
of debts.” * 

According to this definition, cheques, bills, 
hundis and drafts are not geneially acceptable, and 
therefore, are not money. Currency notes me 
money, and the pice and the rupee aie mone), but 
sovereigns, which were money formeily, aie not 
money today because they aie not a pait of cuirency 
but mere pieces of bullion changing hands at a price 
depending upon the price of gold. 

Othei definitions of money aie — 

“Morey is that intermediary commodity which is 
//inn and is accepted t« discharge of obligations .*» 
“Money ts anything which is widely accepted tn 
payment for goods or tn discharge of other kinds of 
business obligations ” 

Characteristics of Good Money : 

Diffeient commodities have been used as money 
at different tirueB in different paits of the world 
The Mexicans used cocoa the Chinese u=ed pi eased 
cubes of tea, the ancient GieeKs, Romans and the 
Teutons used cattle and sheen,, the ancient Virgi- 
nians used tobacco; the Africans and the Indians 
used cotencs In medieval Europo, copper was the 
< hief money commodity, iron was greatly used as 
money till recently in Burma, m many villages in 
India, gram is even now U3ed as medium ofexchnge 
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for petty purchases. But, on account of their supe- 
rior advantages, gold and silver have in course of 
time come to he regarded as most suitable to do the 
work of money, and other things have been dropped 
one by one. 

To perform its functions satisfactorily, the com- 
modity chosen as money should possess cei tain 
qualities : — 

(i) General acceptability — Utility and value. 
Since money is to be exchanged for valuable goods, 
i t should itself possess value and utility for other 
purposes than currency, so that it may be’ usually 
acceptable, e,g., gold and silver can be used as or- 
naments and are usually desired; while skins may 
or may not be generally acceptable. 

(S) I^ur-abUity — Indestructibility. As money is to 
be stored up for future use, the article which may be 
used as a medium of exchange should be comparatively 
imperishable, and should be such as to withstand the 
destructive influence of water, air, fire, etc. For 
example, wheat begins to rot and lose in value if it 
is kept over a number of years, and is not suitable, 
while metals are, e.g., gold coins last no less than 
8000 years in which period they generally wear out. 

(8) Homogeneity— Uniformity. All parts of the 
commodity should be of the same kind and quality, 
so that pieces of equal weight have equal values. 
The value should not vary from piece to piece. For 
example, the compositionof the precious metals is uni- 
form, and, as aresult, the value is inexact proportion 
to weight and there is no necessity of a scrutiny 
and consequent waste of time at every transaction. 
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(4) Cognizabihty, or the quality of being easily 
recognised The aiticle selected as monfiy should 
be easily known and recoghised when seen It 
should not be necessary to go to an expeifc to see if 
it is genuine Metals can be easily recognised bj 
the coloui and the ling, while there may be diffe* 
lent kinds 01 varieties of wheat siy, and fhe mfe 
1101 quality of wheat will not possess the same value 
as the superior one 

( r j Divisil ility The at tide must b* cap.il le ol 
bein^ divided into numerous smaller parts without 
loss of its \ nine A. diamond, when cut into two, 
loses its va ue considerably, sinnlatly Blioes and cat 
tie are by n iluie indivisible but a tola of „old, on 
the other hand l>aes nothing in value it it is divid 
ed up into two ji mo c p cccs 

(6) Haiti tbihty, Impressionability, and FimfaU 
ty The commodity selected as money should be 
capable of being melted and put into the foim of 
sheets (malleability) It should bo such that it 
can «. istly tako impressions (impressionability) And 
it should be such that if it is not needed us money, 
it may be nlelted and put to some othei use (fusibi 
hty) Gold and silver axe suoh that they can be 
easily turned into sheets or drawn into wires. 
They can also tal e impi fissions upon them And 
they can be tuined into oinhfnonts which, in then 
turn cah again be melted and tuined into mt ney 
without losti of value 

(7) Poitabihtf/ — Large vdlue m small bull I he 
matetial of mohey must be neithei too heavy noi 
too tight, ab that it may be easily earned Ihns 
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iron, grain, or logs of wood, or oxen, are not suitable 
for being used as money. The precious metals have 
large value in small bulk, and can be easily trans- 
ported from place to place, and so are suitable for 
use as money, but bricks are not such. 

(8) Stability in value. This is especially impor- 
tant. The article selected as money should not 
fluctuate in value, so that it may be stored up with- 
out risk. There is comparatively greater stability 
in the value of gold and silver because new supplies 
of gold and silver obtained in a year are very small 
proportionately to the total supply already in exis- 
tence. In the case of commodities whose supply 
varies from year to year we find that there are 
great variations in their value and they cannot 
satisfactorily perform the functions of a store of 
value, or serve as a standard for deferred paj^ments. 

Precious metals, i.e., gold and silver, have almost 
all these attributes and that is why they are used 
as money commodities by all the civilised nations 
\ of the world today. Nickel, brass, and copper are 
also used to make small coins. That is because a 
small coin, say a two anna piece in gold or silver 
will be too small to handle. 

QUESTIONS. 

1. Explain the conditions in which barter is possible. Why 
does the sale of money take the place of barter ? 

2. What functions are performed by money at the present 
time ? Point out the inconveniences of Barter. 

3. What qualities must a commodity possess to render it 
suitable for use as money ? Why is it that gold and silver have 
been universally adopted as money ? 

4. Define money. In the light of your definition, discuss 
and say whether the following are money : — 

cheques, a currency note, a pice, a hundi, a sovereign, a 
draft, a Victoria rupee, a postal cash certificate. 

ft 



CHAPTER 6 

Metallic Money and Paper Money 

Money is genei'ally classified as : — 

(t) metallic money ; 
and (u) paper money. 

1. Metallic money. — 

It consists of coins of metals like gold, silver, 
and coppei. We shall discuss below certain special 
terms used in connection with this. 

Free Coinage and Limited coinage. 

When gold and silver weie first used as money, 
they weie lamps or bars of metal stamps? into 
rings, discs, and roughly cut-pieces. All payments 
had to be made by weight and the metal had to 
be tiequently tested to see if it was of the lequired 
punty. This was very inconvenient, and coinage, 
or the manufacture ot metallic money was introduc- 
ed so as to secuie umtormity m coins of the same 
kind. [Coins aie pieces of metal uniform in shape, 
weight and quality, stamped and certified as such 
by the mint ot issue — their edges are also milled 
now-a-days to prevent clipping.] 

If coins are minted for the pub’lic who offer 
bullion for the pm pose, we have a system of free 
coinage The public are allowed (are free) to 
present to the mints bullion ( i. e,, gold anil silver 
in the form of metal ) to be converted into coins 
to any extent. [ This coinage need not, however, 
be necessarily hee ot charge. In this context 
the word “fiee»‘ means “unlimited’' and not “with- 
out charge”. ] 
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The opposite of free coinage is restricted coin- 
age or limited coinage. We have limited coinage 
when it is done on government account only, and 
no private citizen is allowed to bring bullion to 
the mint and have it converted into coin. 

There is no free coinage of the rupee in India. 
x It is subject to limited coinage. But the sovereign 
in England was until recently open to free coinage. 
Gratuitous Coinage and Non-gratuitous Coinage. — 

I In a system of free coinage, if no fee is 
charged by the government for the work of 
making the coins, the system of coinage 
is known as gratuitous. It will exist where it is 
intended that the value of the coin should be equal 
to the value of the metal contained in the coin, 
so that it shall be possible to melt it down into 
bullion without any loss in value Until a few 
years ago, the coinage in England was gratuitous. 

But if the Government charges something for 
converting the metal into coin the system of 
coinage is known as non-gratuitous. If the fee 
charged is just equal to the actual cost of coinage, 
it is called Brassage or Mintage. If a fee larger 
than the cost of coinage is charged the difference 
between the amount charged and the cost of mint- 
ing ( i. e., the profit of coinage, which goes to the 
Government) is called the Seigniorage. In either 
case, the value of the metal contained in the coin 
is less than the value of the coin and the melting 
of coins is consequently discouraged. For example, 
in France, a 20 franc-piece contains gold only 
yportk 19 francs and 96 centimes, and the amount 
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of 4 centimes, boiug the o\act expense of coming 
a tianc is tilen out as biassago, while in India 
the iupee contains only about seaen or eight annas 
worth of silver, and not only brassage, but a heavy 
seigniorage is chaiged on it, 

Hupee — 


Thus 


■77/- | 


Seigniorage 


Brassage or mintage 


Silver 


f 


Free 

or 

(anli mited) 


Coinage 

1 

Restricted 

or 

(limited) 


(Jratmtous Non gratuitous N n gratuitous 
(without charge) I 

I I 

Brassage Soigtuor&ge 
or (as in India) 
Mintage 


Limited Legal Tender and Unlimited Legal Tender 
Thelawofa countij fixes the com in which 
debts may be discharged 11ns is called the legal 
tender As it has the authority ol tho Government 
behind it, it cannot be refused bj people, Feiluio to 
accept it amounts to an unlawful act and may 
result in prweeution Full legal tender ot unlimited 
legal tender is one in which thp debtor has the 
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right to discharge his obligation to an unlimited 
extent, e.g., the £ in Britain, the R.e. coins in 
India. Limited legal tender is one in which debts 
up to a fixed amount only can be discharged, 
e.g., shillings in England upto £l, the nickel and 
copper coins in India upto Re. 1 . 

Example — If a man owes me Rp. 500/- and 
offers payment in the form of rupee coins, I must 
accept the payment, [f, however, he wishes me to 
accept payment in the form of 500x8 = 4,000 two 
anna nickel pieces, I have a right to refuse pay- 
ment in this form. The rupee is unlimited legal 
tender and can be offered to any amount.The two 
anna bit is subject to limited legal tender and 
can be forced on the creditor to the extent of only 
a rupee. 

Generally speaking, standard coins are unlimited 
legal tender, token coins limited legal tender The 
case of the rupee is an exception 
Standard Coins and Token Coins. 

The standard coin is one to which the values of 
all other kinds 'of money in the country are 
adjusted. It generally has a free coinage, and its 
legal value (except for the expenses of coinage, 
where they are charged) equals its metallic value, 
e.g., thepound in Englandis equal to 20 sh. officially. 
If it is melted, one can always have 20 sh. in currency 
in exchange for the melted gold. Before 20 th Sept. 
1931, the pound was the standard in Britain. It was 
the principal means of payment both within the 
country and outside, and the values of all token coins 
jp the country weie fixed \ 7 ith reference to them. 
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Stand ud coins should also be log'll tend ei to 
any amount, 1 e the money must be bj law accept 
ed by a seller 01 a creditoi in final dischaige of 
debts, and since the exchange value of a stand aid 
com is equal to its maiket value as a motal, it is 
bound to be acceptable to the seller or the creditoi 
A token com is one the value of which as ,a coin is 
greater than its value as a motal which is neither 
fieely coined, noris legal tendor to an unlimited ex 
tent, and which is geneially a subsidiaiy coin, 
used foi purposes of small change, o g a shilling m 
England, an anna bit in India 

The case of tho mpee m India is a peculiar ono 
It is token money because its value as a com is 
greatei than its value as metal and because it does 
not enjoy free coinage But for all piactical pur 
poses it acts as a standaid com It is unlimited 
legal tendoi and the \ dues of all other kinds of 
money aie adjusted to it It has, therefore been 
called a ‘Standard Token coin. It is, however, 
u eless for external payments because it w ul I not 
bo accepted in otlioi countues 

Thus tho difference betweon standard and token 
coins is as follow — 

Standard Goins 

1 Fiee coinage 

2 Legal value equal 
to metallic \alue 

3 Unlimited legal 
tender 

# Debasement — 

A com is said to be debased when it js issued 


Tolcn Coins 

1 Limited coinage 

2 Legal \ alue greatei 
than, metallic v due 

3 Limited legal 
tondei 
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below the standard weight and quality, e.g M coins 
issued in the reign" of Henry VIII in England. He 
introduced coins of less weight than the law re- 
quired, to save money for his luxuries. A coin 
may also be debased when its weight and quality 
are reduced (a) by clipping, i e„ cutting away small 
portions from the edges of the coin — this has been 
made difficult by milling or marking the edges of 
coins — , or (b) by siveating, i.e , reducing the 
quantity of metal in the coins by the action of 
acids and chemicals, or (c) by abrasion, e.g., shaking 
up the coins in a bag and thereby removing very 
small particles of the metal. Debasement is, 
however, an offence punishable under law. 

2. Paper Money. — 

Besides money issued in the form of coins, money 
also circulates in the form of paper notes issued by 
the Government institutions, e.g., the Government 
mint or the Central Bank of a Government. 
This is necessary to meet the growing work of 
exchange in modern times. In England paper 
money is issued by. the Bank of England which is 
not a Government institution. In India all paper 
money was so far issued by the Government, but 
is now issued by the Reserve Bank of India, under 
authority from the Government. 

Paper money is of two kinds: — 

(i) Convertible Paper Money. — This consists of 
notes which can he converted into coins whenever 
the note holder wishes. He has only to go to the 
bank or the office which issued it, and the bank or 
the office will convert it into coins on demand. For 
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example, Bank of England notea piior to tlie wai. 
They were “good as gold" and enjoyed univeisal 
acceptability, because they were always convertible. 

When the paper money is convertible the issuing 
authority haa always to keep leserves of gold or 
silver to meet possible public demand, but as all 
the note holders aie not likely to piesent notes for 
conversion at the same time, the amount of metal 
kept in the reserves is much less than the face value 
of the notes issued, the rest being backed by securi- 
ties. (The security portion of the leserve is called 
the uncovered or the fiduciary or the invested por- 
tion.) For example, if theie are notes woith 1000 
croies in circulation, and the total amount of coins 
and precious metals in the leserve corneB to bOO 
crores, while 700 ciores have been invested in 
secunties, ^hen notes worth 300 croies aie to be 
called covered and notes woith 700 crores aie to 
be called uncovered or fiduciaiy. 

[The amount o£ reserve in the form of metal or corns and 
in the form of securities differs In different countries. Govern- 
ments m England, Japan and Norway, provide that a certain 
fixed amount of notes may be backed by securities, but the rest 
must be fully covered by metal in the reserve (Currency Prin- 
ciple). TJ. S. A., Germany and India allow a certain fixed per- 
centage — 30 to 40% — to be covered by metal and the rest by 
securities (Banking Principle), In any case, a portion of the 
reserve ia kept in the form of investments or securities, and this 
purtitua nr Jmnm iw wbr jfi^awary p ontoaC o/tVie - -tFeserrrj 1 

(ii) Inconvertible Paper Money (or Fiat Money) — 
It repiesents nothing and confeis a claim to noth- 
ing. It is pressed into set vice when the Govern- 
ment is hard pi eased for money. It cannot be 
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changed into coins at the will of ‘the holder, as the 
Government which issues it does not undertake to 
redeem it, and no reserves are therefore kept. 

Inconvertible paper money is generally issued 
by the Government in times of emergency, e.g., a 
war. It is a convenient .way of discharging such 
debts as the salaries of officers;' the pay of the 
troops, etc. 

Examples of inconvertible paper • money ai’e 
French Assignats in the days of the French Revo- 
lution, American Green-backs in the American 
Civil War, German Marks* during the Great Euro- 
pean War, and one rupee notes issued in India dur- 
ing the present world war. [These rupee notes 
represent nothing and confer a claim to nothing. 
They are brought into circulation when the Govern- 
ment is hard pressed for money. They are in the 
nature of a forced loan from the people without 
bearing any interest. Therefore, they are very 
unpopular. ] 

[If the Government enjoys the confidence of the people, even 
incoverfcible paper money may be as valuable ae any other form 
of money. Bank of England notes how-a-days cannot be con- 
verted into gold except for certain purposes, and t therefore, 

* During the German inflation of 1922-23 note circulation 
touched staggering figures. The increase in note circulation 
proceeded at bucIi a rate that in’ the last month of the War, 
more than 300 paper mills worked at top speed to deliver note- 
paper to the Beichsbank and 150 printing companies had 2000 
note-presses running day and night to print the Reichsbank 

notes Prices rose daily/ almsst hourly.. .money in the purse 

burned like fire, and everyone thought/ only how to get rid of it 

, f > 

at the earliest opportunity. 
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would ba called inconvertible, jot' they are no less valuable than 
coins for the holder. Paper money tn India Is also convertible 
paper money in this Benso only that rupees can always be hid 
in exchange for notes; otherwise notes and stiver rupees are 
both incovertible, for no standard coin can he got m exchange 
for them. Convertibility of notes into silver rupoca is main* 
tamed in India by means of reserves kept by the Government 
with the Reserve Bank of India.] 

Advantages of Paper Money. — 

(f) Tho use of papet money is economical (o' the 
labour and capital notv employed in mining pie* 
cious metals may ho saved by the use of paper and 
may he employed in other kinds of productive 
woikj (£>) the metallic mouoy winch is replaced by 
the paper money may be used for the purposes of 
art, or may bo reloascd for investment at home or 
abroad. 

(2) Tho loss duo to wear nnd tear is small in the 
case of paper money. 

(3) It is easier to handle, and safer,' choaper nml 
mote convenient foi miking laigo payments and 
payments at a distance, than metallic money, be 
eausamf its greater portability. > 

(A) It facilitates tiade generally. 

(5) It helps tlie government when its ciedit is 
low to raise necessary funds with less cost than it 
would have to meet if it lesortod to borrowing. 
Disadvantages— defects. — 

(1) The value of paper money is unceitain be* 

cause it is dependent oq the Government which 
can at any time rob it of its,value. , 

(2) Paper money has a limited aroaofcirculation 4 -* 



it is not generally acceptable to the foreigners. 
It is only national money. . 

(?) Paper money is .specially -unacceptable be- 
cause it has the danger of over-issue and depreciation. 
An over-issue of, paper money is much easier than 
an over issue of metallic money. For example, 
during the present War many countries have been 
flooded with notes. Paper currency has been issued 
in such an excess that the value of money has gone 
down to one-third or one-fourth. 

QUESTIONS 

1. Classify the various iorms of money in circulation in 
the country and indicate the characteristics of each. 'Why 
is paper money preferred to metallic money ? 

2. ' What is a coin? Whore is it -made? How does the 
system of coinage in England differ from that of India ( in 
normal times ) ? 

3. Explain the following terms : — 

Eree coinage, Gratuitous coinage. Seigniorage, 
Standard and token coins, Legal tender, Eiduciary 
paper money. 

4. Distinguish between standard and token coins. Can 

token money bo legal tender ? What constitutes legal - tender 
in India ? . ■ 

5. “The rupee may be called a standard token coin.” 

' 1 „ 

Explain. 

6. How does the rupee, though unlimited legal tender, 
fail to satisfy all the conditions of standard money ? 

7. What are the' advantages- of paper money ? How is its 
convertibility maintained in .India ? 



CHAPTER 7 
MONETARY STANDARDS 
INDIAN CURRENCY SYSTEM 
The cuuency ot a country includes both metal- 
lic money and paper money which circulate fiom 
hand to hand m monetaiy tiansactions, and differ- 
ent systems of currency are to be met with in 
diffeient eoun tiles We shall discuss these in this 
chapter 

The system of currency under which one or 
more metals aie used as a standard of value is 
called “ Monetary Standard'* , and the lmpoitant 
types of monetary standards aie : 

1 Monometallism or the Single Standard — 

A system of cuuency under which one toetal 
alone is used as a standaid of value is called mono- 
metallism, or the Single Standaid system, and the 
country is said to be a mono-metallic countiy 

Undei this system, eithei goldoi silvei is freely 
coined and is full legal tendei , while foi the sake 
of making small payments basei metals are coined 
at the discretion of the Government and made 
legal tender to a limited extent. 

If the standaid money consists of coins of gold 
then the system is known as Gold Standard, while 
if it consists of Bilver it is known as Silver Standard 
Upto Septembei 21, 1931, England had the Gold 
Standard, and so many othei countries had it. 
China, on the other hand, had until leeently 
the Silver Standaid. 

2. Bimetallism or the Double Standard.— 

A system of cuuency m which two metals, 
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usually gold and silver, are used as standards of 
value is called Bimetallism or the Double Standard 
system, and the country is said to be a bi-metallic 
country. 

Under this system both gold and silver are given 
the privilege of free coinage, and are unlimited 
legal tender, and there is generally a fixed legal 
ratio between the value of the two. For instance, 
if in U. S. A. a silver dollar contains 15 grains of 
silver for every grain of gold in a gold dollar, the 
, ratio between the two standard coins would be 
15 si, and a debtor would have the choice of 
making payment either in gold or in silver money. 
i,e„ he may pay either 1 gold dollar or 15 silver 
dollars. 

It is claimed that this system makes the ex- 
change between gold-using and silver-using countries 
easy, and also can effect greater stability of prices 
in the country on the ground that two metals in 
circulation provide a sort of compensatory influ- 
ence over each other ( the ' law of compensatory 
action ). For example, if demand for silver falls off, 
silver becomes cheaper, but because it is also legal 
tender people will mostly take silver to the mint 
and keep back gold. There would thus be a demand 
for silver and it would rise in price. Simultaneously, 
the demand for gold would fall and its price 
would fall too. Thus the two metals will be brought 
back to the same position as their . relative value 
as coins, and the relationship be tween silver and 
gold will remain more or less constant. 
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But the trouble with this system is that if one 
metal becomes cheaper than the othei, the coins 
of the dealer metal begin to go oat of circulation 
under the opeiation of Giesham’s law (lead the 
example below), and it becomes veiy diffibulj; to 
maintain a fixed latio between the two metals ioi 
any length of time Suppose the ratio between 
gold and silvei is fixed at 1 : lo Suppose also 
that the metal gold uses in value in the maiket, 
and a tola of gold becomes* equal to 17 tolas instead 
of 15 of silvei Now people will sell gold coins 
in the maiket by weight and with tho silvei that 
they get they will obtuu 17 silvei coins hom the 
mint, i,o , they will gain two silvei coins (Thus 
a peison having 1,000 gold dolUis with him would 
be able to get 17,000 silver dollars He can get 
back his 1,000 gold d liars by paying 15 000 silvei 
dollais to the mint, and also gam 2,000 silvei 
dollars, in the baigain) Thus many people would 
sell their gold and puichaBO silver to get it changed 
into coins by the mint, and silvei will go to the 
mint while gold will tiavel to other countnes. 
To meet this difficulty, it was once suggested that 
all countries in the world should have bimetallism 
at the same time, bo that Gresham’s law may not 
operate, but this scheme did not materialise, noi is it 
likely to matei rnlise in thefutme, forvanousieasons. ^ 
Bimetallism was adopted by Emopo and 
Ameuca in the 18th centuiy, and till the last 
quaiter of the 19th centuiy it was the leading 
monetfuy system of the* western ‘woi Id (except in 
Gieat Bn tarn which adopted 'the single staadaid 
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of gold a little earlier in 1816). It’ has, however,- 
lost its importance now altogether and is only of 
historic interest. 

(For some time a system was introduced in France, etc., 
according to which gold and silver coins were both unlimited 
legal tender but only gold coins had a free coinage. This 
system was known as Limping Bimetallism — limping, because 
silver not being freely coined was “limping” or acting with 
difficulty.) 

[These metallic standards are, however, possible 
only when plenty of gold (or silver) is available. But 
when the world is faced with a gold famine, as at 
present, the currency consists generally of paper, 1 
and the r currency authority does not bind itself to 
convert it into gold. The result is that we have 
the Paper Standard or Managed Currency Standard. 
No doubt a currency system based on mere paper is 
not likely to be very popular, but new policies and 
new monetary theories now hold the field, and both 
monometallism and bimetallism are gradually be" 
coming things of the past, while paper standard is 
becoming the order of the daj\] 

The Gold Standard 

-The crold standard is so called because under it 
gold is the measure of value of goods and services, 
and all the debts are payable in gold. A. country 
is ■ said to be on the gold standard when it main- 
tains its monetary unit (the pound sterling in 
Great Britain, the franc in France or the dollar 
in XJ. S. A.) -at a value equal to -that of a definite 
weight of gold; in other words, when the. pur- 
chasing power of a unit of its currency is kept 
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equal to the purchasing powei of a unit of gold. 
This means that evfery country on the gold stan 
dard shares a common cunency — one calls its 
cuuency units pounds, anottiei doliais, another 
francs, and so on , but gold is international money, 
all the same, and the gold standatd piovides 
practically fixed iates of exchange between the 
countries on it Foi, if the cmreucy of eJch 
country is convertible into gold, or into a gold 
standaid curiency^at n fixed rate, and conveisely, 
it follows that the cmiencies of these countiies 
are convertible into one anothet ,at piactieally 
fixed iates If £ 1 and 4*866 dollars can both be 
exchanged for the same amount of gold, and con- 
versely, then the exchange value of £ 1 cannot 
long remain above oi below '4 866 dollais bj 
moie than the relatively small cost of sending gold 
from New York to L< ndon oi from London to New 
YoiL And this means that the price of any 
thing in do’ I i»s rvnuot Jong exceed or fill short 

of ~ ~ of its pi ice in pounds, plus oi minus 

tianspoit changes etc In other woidB, commodity 
prices m one country must move m haimony with 
commodity prices jii otliei gold standard u>un 
tries 

The gold standaid was fust adopted by Great 
Britain in 1816, and her example was widelj 
followed during the last 30 yoais of the 19th 
eentuiy, when bimetallism came to be discarded by 
Germany, Fiance, U. S A , etc It thus became 
the world’s most approved system and held tin? 
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pre-eminent monetary position until the out- 
break of the great European war in 1914 ; and 
various forms of the gold standard were introduced 
in different countries : — 

' 1 . Gold Currency Standard, 

, 2. Gold Bullion Standard 1 , 

3. Gold Exchange Standard. 

1* Gold Currency Standard or the Full Gold Standard: 

Under this form gold coins of a certain weight 
and fineness were actually used as currency 
Paper money was made convertible into gold coins 
on demand. A.t the same time, free coinage of 
gold, free melting of gold coins and free export 
and import of gold were allowed, and we had a 
perfectly natural and automatic system of currency. 

Until recently this was the form of gold 

standard 5 but the force of necessity during the last 
great European War as well as advance in econo- 
mic thought made people realise that actual gold 
coins' passing from hand to hand were an unneces- 
sary luxury, and that we could have all the essen- 
tials of a gold standard without having gold coins 
actually in currency. Two other arrangements, 
namely, the Gold Bullion Standard and the 
Gold- Exchange Standard, thus came to be admit- 
ted as genuine forms of the gold standard which 
were believed to be more economical. 

2. Gold Bullion Standard.— 

During the last great European War gold coins 
ceased to circulate in most countries, and gold 
currency standard became a thing of the past. 
When Great Britain returned to gold standard 
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aftei tlio war, site introduced important modifica- 
tions and adopted w hat is I nou u as the Gold 
Bulliou Standard 

Under this system, wlnlo gold u is fcho measure 
of value gold no longer cn culatcd as com We 
had a gold standard without a gotd cUrrmcy Tlio 
Government did not issuo gold coins, hut hound 
itself to purchase and soli gold at fixed iate« 
That is to say, though papoi monoy ceased to he 
convertible into coins it could he can*oited into 
gold bullion still (anybody could give notes and 
buy gold from the Government it the fixed rates) 
and thus i truo link with gold was maintained 
without gold coins being actually in cn dilation 
Even fice exports and impoi ts of gold were allowed 
uulei the system 

*] Iil example of Gioat Butain was followed by 
< thu countries also. Uvea m India, tho Gov orn 
mont I m^hfc and sold gold in tlio form oflnis 
continuity a fixed weight (400 fine ounceR=lOfi r » 
tolas) < *onto approaches wcio made towards the 
Gold Gull ion Standaid, though its infiodttctton m 
a full fUdgcd foim was novel achieved 
3 Gold Exchange Standard — 

IJiis was in nao before tho last gieat Euiopean 
war in certain countnea Uko India, tho Stiaita 
Settlements and tho Philhpmes, Australia and 
Den uni] And oven offcei tho War there was foi 
some timo i teudenoy towards its adoption by 
European countries 111 o Geimany, Italy and 
Belgium which could not affoid tho luxuiy of a 
laigo stocl of gold in their rescues, 
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Under this system the internal currency con- 
sisted of cheap token coins of silver or paper and 
was maintained at a certain fixed value in terms 
of gold for foi-eign purposes. For example, in 
India, before the Great European Wai’, the value 
of the rupee was fixed at Is. 4d. ; and gold was 
made available in London for external purposes at 
this rate, while the infernal currency -.consisted of 
notes and silver. 

The gold exchange standard, if properly worked, 
secures a gi’eat economy ol gold for monetary 
purposes. All the waste due to wear and tear of 
coins is saved, and gold can also be lent to other 
countries and interest secured. It is, therefore, 
especially suited to poor countries. But there are 
the following drawbacks :-(i) It requires a good 
deal of control over currency and exchange, and 
does not provide a natural and automatic expansion 
or contraction of the currency, which is the essence 
of the Gold currency Standard, (ii) It necessitates 
tho maintenance of large reserves and thus locks 
up huge quantities of gold and silver without being 
used for industrial purposes.. It is thus, un-economi- 
cal. (iii) It is difficult to maintain a stable Tate of 
exchange with other countries at all times, and a 
great loss may be caused to the country when the 
rate rises or falls abnormally. In India, for exam- 
ple, very v large sums had to be flittered away 
from the Reserves in the attempt to maintain an 
artificial value of the rupee in the past. 

Note : — If instead of making the currency of 
the country convertible into gold for' foreign pur- 
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posos, tlie country links it to staling 01 doll'll (or 
any othei independent cun ency) the monetary sys« 
tem will be known aftei the name of the particular 
cun ency to which it is linked For example, the 
piesent Indian currtney system is called the Sterling 
Exchange Standard, because the \alue of the rupee 
foi foieign puiposes is now-a days fixed m terms of 
the sterling — Re 1 = Is. 6d. steilmg [Formerly the 
* value of the lupee was fixed in teims o( gold and 
the system was known as the Gold Exchange bt»n- 
daid , now the value of the lupee is fi\ed in turns 
of steilmg (J> s d) and the system is known is the 
Steilmg Exchange Standaid 

This system is generally unpopular, beem t it 
js unwise in principle to link the currency of one 
countiy to that ot any othei countiy. The first 
countiy has to share in the economic fluctuations 
to which the otliei country may bt* subjected. 
India has actually suffered considerably owing to 
tins arrangement \vith England to whofcc cuiitnty 
hei currency is lmLcd. 

Gresham’s Law 

When diffeient coins uc in circulation, all of 
them are not alike Some are fresh from tho mint, 
and some have been worn out by constant use 
And it has been seen that there is a general tend- 
ency among people to lceep back fresh corns when 
they aie received by them, and to pals on those 
that aie old or dirty. The result is that the more 
duty and the more worn out coins circulate fieely, 
while new and fiesh ones are kept back foi 
a long time ^f it could be possible to keep back 



( 93 ) 


/resh and new coins for a considerable period, or 
use them otherwise than as money, one would see 
only worn-out coins in the market. Sir Thomas 
Gresham, a financial adviser of Quesn Elizabeth, 
observed this tendency among people and put his 
observations in the form of a law known, after 
him, as Gresham’s Law : — 

“Baa money drives good money out of circulation.” 

' The question naturally arises — what is good 
money ? what is bad money ? Bad money does not 
necessarily mean counterfeit) coins. Bad money 
is that money which contains less value than good 
money. 

(i) When coins of the same metal ciiculate 
side by side, old and worn out coins cont.iin smaller 
valuo than new coins, as . the former lose some 
weight oi metal by constant use. So new coins 
are gooc\ money, and old* worn-out coins are bud 
money. 

(ii) ‘ When paper money and metallic coins are 
in circulation, the former contains less value than 
the latter. So paper money is bad money and 
the metallic money is good money. 

- 1 (iii) Lastly, when both gold and silver coins cir- 
culate side by side under bimetallism, either gold 
or silver coins will drive the other from circulation. 
[ Read the example given under the heading 
Bi-metallism.] • 1 

The next question that arises is — -how does- the 
good money disappear 1 from circulation ? ' It goes 
out of circulation in three ways '(i) When we 



( 94 ) 


have two coins — one old and theothei new — we fust 
offer the old com, and try to keep back the new 
one In this way good money is lioaided, and bad 
money circulates ( 11 ) Similatly people like jowelleis 
and goldsmiths who want to melt gold ot silvei 
corns foi prepaung ornaments choose the new coins 
foi melting — these contain full weight If bid coins 
arc melted, the jewellors and goldsmiths ire likely 
to get less tlnn the full value of the coins ns these 
have lost some metal through constant use (in) 
Again the loieigneis who insist on being paid in 
metallic mono} will be paid in the more \aluablo 
coin (because loteignets do not accept the corns 
of a country on then face-ialue but puitl) as so 
much weight of metal) Ihus the good mono) is 
oitlioi hoarded, melted, 01 sont ibioad , and bad 
money is left in cuculatiou 

Howoioi, we must leinomboi that there no car* 
tain limitations to the law. When the entire 
money in a countiv is required b) tho demands ot 
trade, Mie law cannot work, c g*, if I h ue Its 10/* 
and hive to buy things woitli lls 5/ I shall keep 
hick five good coins and pass ou five bid ones, but 
if 1 have Rs 10/* and want to buy things worth 
Rs 10/, I cannot keep back any good com, and 
both the good and tho bad coins will ho iu circul 
ation Similul), when tho bid coins »ue so bad 
that nobody, is willing to accept them, good coins 
will have to be in circulation Sometimes undei 
tho influence of habit also, bad wone) and good 
money may continue to circulate side by side foi 
a long time befoie people become aware of the 
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difference in value. Again, the law need not 
necessarily apply in a country where token money 
is unlimited legal tender, like the rupee in India, 
for the value in exchage of these coins is always 
more than its value as a piece of metal, and there 
is no point in attaching greater value to' them 
than to other token money. 

Anyway, in modern times the operation ~of 
Gresham’s Liaw is obviated by a very careful control 
of the circulating coins — by the expansion and con- 
traction of currency according to need. 

The Indian Currency System 

The currency system in India at present is what 
is known as the Sterling Exchange Standard. That 
is to say, for internal purposes, we use' token 
money — currency notes, and rupees or notes prin- 
ted on silver; but, for external purposes, the Govern- 
ment undertakes to give sterling (Bank of Eng- 
land notes) in London in exchange for rupees 
tendered in India at the rate of Is. 6d. per rupee, 
and vice versa. Thus the internal currency consists 
of both (a) metallic and (b) paper money. 

Metallic money consists of the silver rupee and 
the eight-anna piece, four anna and two-anna silver 
and nickel pieces, one anna nickel piece, and bronze 
pice, half-pice and pie. The rupee is 180 grains in 
weight andso far contained 165 grains of pure silver 
and 15 grains of alloy, but now* it contains only 
90 grains of silver and the rest of alloy. • [t is a 
token coin, but it is the principal medium of ex- 
change and standard of value, enjoying unlimited 
legal tender — it .is a standard-token coin. And 
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all the profit* of coinage fire utilized to increase 
the funds known as the Gold Standard lUscrte 
Pipei raonej on the othei hand, consists of (i) 
convertible notes of the value of Its 2, o, 10, 100, 
1,000, 10,000 issued by the Reseive Bank of India 
and guaianteed by the Goveinoi General in council, 
(ti) convertible notes of the value of Rs oOandR* oOO 
issued ptoviously bj the Government of Indi i and 
t/vl en over by the Reseive Bank of India, (nj) 
the one rupee notes issued by the Reserve Bank 
of India in 1940, wich occupy a peculiar position 
tu the cuirency system in that while notes of 
biggei denominations aie convertible into them, 
they themselves aie not convertible into uipoe coin 
and are treated m the rssets of the Reseive Bank 
like mpee com These notes are convertible because 
the G v\ ernmont keeps a Pape > Currency Reserve 
including gold and silver metallic leserve of not less 
lhan j 0% of the total circulation, and because these 
notes-arenot required to be convertible into stan 
I ud coins of full value, but only into mpees wJneli 
ue themselves token coins, or into one rupee 
notes which aie equivalent to rupee coins for all 
puposes (During the present war, howevej, con 
vertrl rhty of notes into rupee coins Ins been consi 
dcia\ restricted, and the whole of the note issue 
maj be desenbed as in convertible foi all practical 
pat poses } 

Recently the Gold Standard and the Paper 
Gurroucj Reserves have bpen brought together and 
1 opt uudei the conti ol of tho Reseive Bank of 
fpd> with stipulated regulations and restriction^ 
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under the name “Currency Reserve”. The position 
of this combined reserve is as follows; — 

RESERVE BANK OE INDIA 
Statement of accounts for the week ending July 13, 1945, 
Issue Department 
Liabilities 


Notes held in the Banking Department ... 

11 crores 

Notes in circulation 

1,141 crores 

\ 

Assets 

A. Gold Coin and Bullion 

1,152 crores 

(a) Held in India 

45 crores 

(b) Held outside India 

Sterling Securities (i.a, invest- 

Nil 

ments in London) 

1,034 crores 

B, Rupee Coin 

Government of India Rupee 

15 crores 

Securities 

58 crores 


... ] ,152 crores 


[The law is that of the total amount of assets not less than 
40°/ 0 shall consist of gold coins, gold bullion, or sterling secu- 
rities, provided that the amount of gold coins and gold bullion 
shall not, at any time, be less than 40 crores of rupees in 
value ; and the rest shall be held in rupees and in Government 
of India securities, provided that the amount of rupee securi- 
ties of the Government of India shall not exceed 25% or 50 
crores, whichever amount is greater. Not lees than 17/20 ths of 
the gold shall be held in India. 

The Bank is, however, authorised to reduce the gold 
reeerve below 40% under certain circumstances and must in that 
case pay a tax on the deficiency.] 

For purposes of external currency the Govern- 
ment, through the Reserve Bank of India, under- 
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takes to exchange rupees into sterling, and sterling' 
into rupees at the late of Is 6d per rupee This 
artificial value of the lupee is maintained with the 
help of the resei ve mentioned above. It is divided 
into two parts — the gold portion, which is kept in 
London, and the silvei portion, which is kept in 
India The Reserve Bank of India utilises theso 
to buy and sell lupees at the established late* 
When Indians ha\e to send money to foreign coun 


*Formely this used to be managed by the gale of Council 
Drafts or Council Bills (also known aB Councils eimplj) and 
Sterling Drafts or Reverse Council Bills (also known as 
Reverse Councils simplj) Coudcj] DraftB were orders by ibe 
Secretarj of State to the Government of India to pay rupees in 
return for sterling received by him Reverse Council Drafts 
were orders by the Government of India to the Secretary of 
State to pay sterling m return for rupees received by them 
The rate of exchange used to be Re 1 = 1 b 4d 

"When Londoners wanted to remit money to India 
( 1 e Indians bad to receive money from outside for exports, 
etc ) the Londoners went to the Secretary of State purchased 
Council Bills (the proceeds being deposited m the gold portions 
of the Paper Currency or Gold Standard Reserve m London) 
and sent them to their creditors in India who realised the 
amount from the Government of India (which cashed the bills out 
of the silver portion of the Gold Standard Reserve or the Paper 
Currency Reserve in India) Similarly, when Indians had to 
Bend monej to foreign countries (eg foreigners had to be 
laid for imports) they went to the Government and purchased, 
with rupees Reverse Council Bills, and sent them to their 
creditors in foreign countries who ultimately realised their 
Value from the Secretary of State (out of the London branch 
of the Gold Standard Reserve or the Paper Currency Reserve) 
on whom they were drawn. 
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tries, they go to the Bank and purchase sterling 
drafts of immediate delivery in London at a rate 
not below Is. 5^| d. for a rupee (which corresponds 
to the lower specie point, i. e., Is. 6d. minus the 
cost of remitting this amount to London), provid- 
ed that no person is entitled to demand to buy an 
amount of sterling less than £ 10,000, (This pre- 
vents the rate of exchange from falling below 

The diagrams given below indicate the mechanism of 
Gold Exchange Standard: — 

Secy, of 

State’s funds Council Draft, 

l Q° ur * c il Drafts 

Gold Standard 

Reserve Paid b} T Govt, 

and +^,1000 of India 

Paper Surreney 
Reserve 

Govt, of India’s 

fund 

-Rs, 15,000 
Indian 
exporter 
receives 
Rs. 15,000 


Gold Standard 
Reserve 
and 

Paper Currency 
Reserve 


British 

importer 

pays 

£1,000 


Govt, of India’s 
funds 


Reverse Council Draf t . 


Indian Gold Standard 
importer Reserve 

P a ys and 

Rs. 15,000 p a p er Currency 
Reserve 


Reverse Cou ncil Draft 

Paid by Secy. 
+Rs. 15,000 of State 

Secy, of Stated 
funds 

Gold Standard jg ^ 000 

Reserve Brifc ’ ish 

ar T exporter 

Papr Currency recaivoa 

Reserve ^ iqoq 


*4 
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Is d , because when the Bmk is \\ to sell 

bills at this rate to any extent, why will anj body 
accept less than Is 5 b* d for a mpee from an} one 
else), The Bank also bnys fiom any peison who 
makes a demand in that behalf sterling for imme- 
diate delivery in London at a late not higliei than 
Is. 6i&d. (which corresponds to the upper specie 
point, 1 e„ Is 6d. plus the cost of remitting this 
amount hom London to Bombay), provided that 
no peison is entitled to demand to sell an amount 
of sterling less than £ 10,000 (This prevents the 
late of exchange from rising above Is 6 T 5 d , because 
when the Bank is willing to buy stei Img at this 
iate to any extent why will anybody give more in 
the fiom of sterling to have a rupee fiom any one 
eke). Thus the rupee has got an external value 
which is fixed at Is fid. ratio, and being managed 
as shown above cannot rise above this iate, oi f ill 
below it. 

[ffofe — Sterling Exchange Standard was introduced m India 
in 1931. Before that she had the Gold Exchange Standard, and 
the rupee id India was convertible into gold in London, while 
gold in Lundon was convertile into rupees in Indta, at the 
rate of Be. 1=18. 4d Sterling took the place of gold in 1931 
when England went off the Gold Standard, i e., the people 
could no more demand gold from the Government or the Bank 
of England in exchage for notes] 

QUESTIONS 

1 What is meant by monetarj standards? By what name 
is the monetary standard obtaining in India called ? Show how 
it functions. 
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2. Point out the difference between Gold Standard, Gold 
Bullion Standard and Gold Exchange Standard. Answer with 
special reference to India. 

> 3. What is Gresham’s Law? Explain it briefly and point 
out its limitations. Why is it that Indian currency notes do 
not drive silver rupees out of circulation ? 

4. Discuss clearly the essential features of the Indian 
currency system. How is the convertibility of paper money 
maintained in India ? 




C H API EH 8 

CREDIT MONEY 
What is Credit — 

Money is a good medium of excl ange l ut it is 
not sufficient to meet the demand for it owing to 
the Urge amount of exchanging woih of modem 
times Men have, therefore devised a olexciei 
though more difficult, way of exchange than money 
This is credit 

The practice of hot lowing money and piomism to 
to lepay the loan at a futuie date— also the practice 
of receiving goods and pioiuising to pay the price 
of the goods at a futuie time — has existed since 
\ cry early days of human history A man wants 
a hundred rupees, and, if he his nothing to offtu 
in exchange, heboirows by wilting a pioanssoiy 
note. Anothei man wishes to purchase goods 
for his shop, but cannot pay fot them lie gives 
r written piouii3e to pay the puce at some futuie 
dite In either case, capital "h is been put by one 
mau it the command of mother to be icpud it 
futuie date This piactic e— ' (< a promt a to pay u t 
i future time fo r a valuable consideration rrctw'i / 
m the present” — is called ciedit 

Whenaciedit transaction takes place thete is 
i time interval between the (transaction itself and 
ihe actual settlement of the transaction A!sj, 
when a peison parts with his goods m exchange 
tor a mere promise to pay money, he does so be- 
cause he has confidence in the ability md wifi of 
pjie debtor to make payment when it falls due, 
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Thus time an d^coiifidence azc^.the^.tuio^.elements of, 
credit, a nd a person’s credit is said to be good or 
bad, according as people have, or have not, con- 
fidence in him, that is to say, according as people 
readily aocept, or not, his word or signature as a 
guarantee for future payment. 

Now, in a credit transaction the receiver of 
credit promises to pay cash at some future date. 
These promises are usually written down on paper, 
and are known as credit instruments, the chief 
among which aie*: — 

Cheques 

Drafts 

Bills of Exchange 
Hundies 

Promissory Notes. 

Cheques. — 

A cheque is an order drawn on a bank by a 
depositor, ^calling upo n the b ank to pay a specified 
sum of mone y to the "person named in the cheque, 
or to his order, or to the bea rer. The cheque will 
be accepted only_when the man receiving it has 
confidence in the drawer of the cheque and also in 
the bank on which the cheque is drawn ; and if 
there is this confidence the cheque is as good money 
as a bank note. It can also be transferred from 
person to person any number of times by signing 
on the back of it. , 

The use of cheques has effected a great economy 
in the use of precious metals. Let us see how. 
Suppose that A owes B Rs. 100, and writes a cheque 
for. the amount. B may present the ch eque to 
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the bank and obtain payment in cash. But he 
may bo a depositoi of the same bank, and will 
then send the cheque to the bank. The Bank 
will simply debit A's deposit account by Ks. 100 
and credit B*s account with this sum So the 
payment is made by eutnes in the bank without 
any tianstei of cash A. similat thing almost will 
happen it A and 13 have accounts in different 
banks. Claims will be offset and only the diffeience 
will have to be passed tioni one bank to anothei 
by meins ot cheques. Again, laige sums can easily 
be tianslened Money cm be sent to distant 
places at smaii expense. The necessity of keeping 
large sums ot mouey in haud can be done away 
with And these cheques can be diawn lot actual 
sums ot monej that one has to pay, even to the 
nearest pic , loi example, i cheque can be issued tor 
Its 9y/l5/M, m hilo notes are only foi lound figures 
like Ha 5, Rs 10 , Ks. 100, etc , etc 
Cheques are of several kinds : 

(1) Piyable to hearer— these aie convenient, 
but not Bafe. An} pel son who his the chequocm 
go to tho Bank and got the amount. 

(2) Payable to order — these at e s ifei , because 
the person in whoso favoui the cheque has been 
drawn cab get the amount from the Bank only 
when he is known t > the Bank. 

(5) Crossed cheques — these are safer stffl, as 
the piymcnfc ot the anddunt ot tho cheque cannot 
be made to any peison except thiougb a Bank, l e , 
the amount cin bfe'tiansfened to his account with 
a Bank, and cannot be paid in cash/ so that no 
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wrong peison can realise tij e amount by false 
representation. 

Ihe crossing is done by drawing two transverse 
p laljeLlines on the face of the cheque .with the 
words & Co.’ 01 ’Not Negotiable 5 written in between 
. 6n ?‘ °h( qoe is said to be crossed generally 

m case it has only two parallel lines, with “& Co.” 
01 Not Negotiable’, but without the name of a 
bank within it.- It is said to' be specially crossed 
’ in addition to these words, there is also the name 
of ■-ome bank within tho two transverse parallel 
lines contained therein. In the latter case the 
cheque can be paid only through the particular 
bank whose name is mentioned within the ciossing. 

(When a cheque is sent to a Bank for encash- 
ment it is -said to be “presenting” the cheque. If' 
it is cashed it is said to be H honoured” ; and if it is 
not cashed for some reason— say, when there is no 
money in the account — it is said to be il dishonoured''.) 

Difference between money and cheque , (or any 
other credit-instrument). — • 

Cheques are nob ‘money’ in the strict sense 
because (i) They have not' got the first and essential 
quality— general acceptability. They are accept- ‘ 
able only to those who have confidence ' in the 
drawer of the cheque ; and, therefore, they do not 
pass as freely from hand to hand as money does. 

(n) The transaction is not complete until the 
cheque has been -paid out— that is, 'there must be 
some waiting in the 'case of a ch’eque, whereas 
money transactian is complete on the spot, (in) One 
is not bound to accept cheques, since they are not 
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legal tender. ( iv ) And, if a cheque is not honoured, 
i.e., if its amount remains unpaid for any leason, the 
amount can be claimed again. The lesponsibilifcy 
of the drawer for the payment continues tilths 
time of actual payment. Therefore, cheques aie 
regarded as uedit instillments and not money. 
They are money only in a wide sense of tho term 

SPECIMEN FORM OF A CHEQUE 


Ni o. Aligarh 1945 

The Imperial Bank of India 
Ahgaih 


Pay 

Rupees 

Rs. 


hearer 

order 


(Signature of depositor ) 

Note When a cheque is meant to bo a crossed 
cheque, two parallel lines are drawn across tho 
cheque as 
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And when the cheque is special l3 r crossed the 
crossing is like this : — 



Drafts. — 

Drafts are cheques drawn by one bank upon 
another, or upon its own branch at a different place, 
requesting it to pay the sum of money mentioned 
therein to the person named, or to his order, or to 
the bearer, on demand. 

Persons desirous of sending money to distant 
places can do so very easily and economically by 
means of these Drafts. They can go and deposit 
the amount to be sent in a local bank, and ask it 
to issue a. draft in favour of the person to whom 
they want to send the money. The Bank will 
charge some commission and give the draft which 
can be sent by post and can be immediately pre- 
sented for payment on receipt of it by the person 
who has to receive the money. The amount will 
be paid because different banks, or different bran- 
ches of the same bank, have their aceouuts with 
one another, and the amount paid can be easily 
adjusted between them. 

The question arises why should money, be sent 
by drafts and not by cheques, even to distant 
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places The leason is tint it takos a longei time 
to get payment of the amount of a cheque than 
in the ciseof a diaft lho draft will bo paid im 
mediately it is picsented to the bank on which 
it has been drawn, for the signatures of the draw ei 
aie dicidy 1 nown to the bank , but a cheque will 
fiist be went to tho bank wheie the drawei has an 
account and will be payable only when lnfounation 
has been lecetaed that there is money inVlie account 
of the drawer, that the signatures of the dtawci 
aro genuine etc , etc 

SPECIMEN FORM OF A DRAFT 

Imperial Bank of India, 

Aligarh, 194 r * 

No 

n$ 

On Ocm tnd pay to 

o» ortltr , 

Jiuprev tahte receded. 

For Imperial Bink of India 

. . Agent 

To 

Imperial Bank of India , 

Bombay 

Bill of Exchange.— 

A bill of exchange is an ordor drawm by i 
cieditor, say A, on a peison B (his debtoi) calling 
upon him to pay to C { a third poison ) oi oidoi, 
a ceitain sum of money specified m tho bill [ A is 
known as the drawer ,oM the bill, 4 B the drawee, 
and G the payee ] 
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SPECIMEN FORM OF A BILL OF EXCHANGE 


Rs. 


( Foreign Bill ) 


Aligfirh 1945. 

’ At Sight pay to 

— or order , 

the sum of Rupees ,, value 

received. 


To J. Smith , 

London. 


Rs.. 


or 


Aligarh. 


Thirty Days after sight, pay to 


the sum of 
received. 


To J. Smith , 

London. 


1945 


or order , 
, value 


Foreign Exchange. 

We have seen how instead of making payments in gold or 
coins, people pay for their imports and receive payments for 
their exports by means of foreign bills of exchange. The 
question, however, remains that the money of one country is 
different from the money of auother country, flow are the 
rates of the foreign bills of exchange fixed '? 

Like the value of any other commodity, the rate of 
exchange depends upon the supply of, and demand for, hills in 
the market, that is, upon the ' fact whether the exports of the 
country are greater than the imports, or the imports are 
greater than the exports. When the exports from the country 
are greater, the supply of hills is largo, as more people have to 
get money and issue bills of exchange. When the imports into 
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Us 


<INL4ND BILL) 

* Aligarh 

At Sight pay to 


the sum of Rupees 
value receiied. 


mo 


, or order , 
Jor 


To 

Bombay 


Rs 


or 

Aligarh 19 fO. 


Thirty days after Sight pay to 

, 09 order , 

the sum oj Rupees - -ij or 

value rmxed 
To _ 

Bombay — — 

the country are greatei, the dchninri for bills is l\r 0 o is moi 
people have to send n one} awl buy bills of exchange 

[Exports and imports of a countu are not how a’r tie 
only items which are to bo taken into consideration in deter 
mining the balance of trado of a conntri We have also to til c 
into consideration whether the country haB to receive or pa} 
freight chargos, charges for shipping service interest charges on 
capital, loans of money, subscriptions for charitable purposes, 
expenses of students or tourists residing or travelling abroad, 
etc., etc , — the invisible items of export and import which 
generally escape the eyes of the public and for which no records 
are lept For example, England being a great capitalist 
country ha«! invested huge sums of money in America, Canada, 
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‘ [These bills are known as Foreign Bills of Exchange, if they 
are drawn in one country, and are payable in another, and as 
Inland Bills of Exchange, if they are drawn and are payable 
within the same country. The latter are mostly in the vernacu- 
lar — and are then known as Hundis.] 

What is a Bill. — 

In modern times every country has a considera- 
ble amount of foreign trade. As it sells goods to 
foreign countries so it buys goods from them. And 
when a country buys, it lias got to pay for its pur- 
chase. What shall be the form of payment ? 

The foreigners would not accept payment in 
rupees because rupees are token coins. - They would 
accept payment in gold which is accepted through- 
out the world. They could also accept anything 
else which would give them the right to have gold 
or purchasing power, e.g., a Bill of Exchange. 

This Bill of Exchange is an order to pay. The 
order is not on a Bank but on an individual or v 
India and other parts of the world, and receives interest and 
profits from these countries; while India has to pay freight 
charges of ships that carry on its foreign trade, interest on 
foreign capital, expenses of Secretary of State’s office in 
London and other items of Home Charges. All these have to 
bo taken into account in finding out whether the balance of 
trade, or rather the balance of accounts, is in favour of the 
country or against it. 

When the total credits of a country exceed the total debits, 
that is, the country has to receive more from foreigners than 
she has to pay them, the country is said to have a favourable 
balance of trade , When the total debits of the country exceed 
the total credits, that is, the country has to pay more to foreig- 
ners than she has to receive from them,* the country is said to 
have an unfavourable balance of trade.] 

\ 
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fhiu. It is made payable etthei .it sight m it any 
future date stipulated in the bill (say 30, ot 60, ot 
90 days aftei the bill has been drawn). If it is made t 
payable on demand it is known as a ‘ sight bill', if; it 
is mide payable after somo time, it is known as a 
1 time biW or ‘usance bill*. If it is payable within 
10 oi lo m 20 dajs, any, it is called a ‘sftoi/’ bill- if 
it runs foi a longer pouod it is a 1 tong * bill It is 
also know n as a l Tete< /rapine Transfer' when im* 
mediate piyment lsariauged by a telegiam thiough 
some Bank. 

KxampU — In India a moichant who sells Its. 
13 000 woith of good** in jtngland would like to 
ltceive piyment in Indian itipees and not m Bntisli 
money, because t. s. d do not circulate heie. The 

Now, when tho supply of bills is largo (i o„ more people 
have to receive money than have to Fend money), the rate 0 / 
exchange will (all, ami exchange will be said to bo favourable 
to the country (i.e., more foreign currency will bo available for 
a given amount ot local currency, or, what amounts to > the 
same tiling, less of the local currency will have to be paid for 
foreign currency) And when the demand for bills is large 
(j e , more people want to send money), the rate of exchange 
will rise, and exchange will be said to be unfavourable to the 
country, (i e„ less foreign currency will be available for a 
given amount of local currency, or, what amounts to the same 
thing, more of local currency will have to be paid for foreign 
currency) Tor example, when > Be, r l = ls. 6d,» we< ea>" 
that the rate of exchange is .favourable to India, while if 
Re. I^Ib 4d,wesay that the rate of exchange is unfavour-j 
able to India* 

(The terms favourable and unfavourable exchange are 
however, misleading, Fot example, when exchange is favour- > 
able to the importers, it is unfavourable to the exporters, and 
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English merchant who sells goods to India worth £■ 
1>000 would similarly like to receive payment in 
.British money, because rupees do not circulate in 
England. r I s hese difficulties can be met by buying 
an equivalent amount of gold and sending it to the 
foreign country concerned; but there would be many 
difficulties in doing so, for example, in buying the 
necessary gold, in packing it securely, in insuring 
it, and in arranging its transport. All this would 
involve much expense and worry, and bills have 
been invented to avoid these difficulties. By means 
of these bills, credits and debits in one country can 
be easily cancelled against those in another, without 
any money actually passing. And this means 
great economy in the use of precious metals. 

when it is unfavourable to the importers it is favourable to the 
exporters. Besides, when the exchange is favourable bo the 
country, exports begin to decrease and imports begin to 
increase ; and when the exchange is unfavourable to the 
country, the tendency is for the exports to increase and the 
imports to decreas. Exports and imports influence the rate of 
exchange, and the rate of exchange influences the exports and 
imports. This is why we desire to have neither a favourable 
exchange nor an unfavourable exchange bub only a stable rate 
of exchange.] 

Specie Points. — 

Thongh the rate of bills depends upon supply and demand, 
there is a limit to the rise or fall in the rate. If the rate goes 
too high or too low, people will begin to receive or remit gold 
by actual shipments of gold, rather than deal in bills of ex- 
change. The limits to which the rates of exchange can usually 
move are known as ‘gold points' or ‘specie points' — the upper 
and the lower gold or specie points — and are determined by the 
cost of moving gold between two countries, i.e., the cost of 
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Working of a Bill — 

A m Indn evpoits Rs 13,000 worth of Jute to 
B m England Anothei person C m Indn imports 
£ 1,000 woi th of woollens horn D in England A, 
therefore, hasanght to claim Rs IS, 000 from B, and 
D has a right to cliim £ 1,000 from C. If it is so 
ai ranged that B the debtoi m England pays his 
debt of Rs 13,000 to D the ereditoi in England, 
and C the debtoi in Indn similaily pays his debt of 
£ 1000 to A, the ereditoi in India (provided of course 
that Rs 13,000/ are equal in \alue to £ 1,000/), 
then both 'the debts can be cancelled I his is pos 
sible by means of a bill of exchange as follows — 

A in Indi i di iws v bill on B in England foi the 
sum of Rs 13,000 He sells the bill to C, also m 

freight carriage lacking insurance, commission to banks 
etc * etc 

Let us take the case of two countries, both of which are on 
the gold standard, Supj ose the value of gold contained in £l 
m England is equal to tbe value of gold contained in 4 866 
dollars in America [This ratio — £ 1 = 4 866 dollars — is known 
m technical language as tbe Utni Par of Exchange between 
England and America ] Now an English importer can pay bv 
shipping gold sovereigns to America and getting them minted 
into dollars at $4 866=£ 1 Let ua suppose the cost of ship 
ping sovereigns to America is 024 dollars for each sovereign 
The net value of each sovereign when it reaches America would 
be 4 866^ 024 or 4 842 If American bills rose in price on the 
English market so that an English importer had to take less 
than 4 842 for each sovereign it would pay him better to shij 
sovereigns and 1 e would do so This point 54 842 to a £ is 
called the outgoing goll or specie point If an American 
importer, on the otLer 1 and sent dollars to England, the} 
would 1 e minted at 54 8CC to a £ The cost of shipping is 0 24 
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India, who pays him in rupees and sends the bill on 
to his creditor D, in England; who takes it to B, 
the debtor in England, on whom the bill is drawn, 
and gets the amount of the bill from him in pounds. 
.Thus the debtor C, finds it much easier, and chea- 
per, to pay in rupees, while the debtor B finds it 
much easier, and cheaper, to pay in pounds ; and 
both A and D are also satisfied as they receive the 
value of their goods in their own money — one bill 
discharges both the debts, 

dollar. Hence, the American importer would be willing to pay 
for each £ 1, §4'866-r'024 — $4*89, but no more. This is the 
point at which gold is sent to England and is called the in-com- 
ing gold or specie point. 

Suppose again that the mint par of exchange between 
Englard and France is £ 1 — 25*22 francs, and the c^st of 
sending gold is, say, 10 francs. And suppose a Frenchman 
had to pay a debt of £100 to an Englishman, he could either 
send 2522 francs, and spend 10 francs in sending it, i.e., spend 
2532 francs in all, or he could buy bill by payment of a smaller 
number or an equal number of francs. If the Bank wanted a 
higher rate than 25*32, i.e., if it demanded, say, 2531 Francs 
before it gave a bill or a draft for £100 on England, the 
Frenchman would not purchase the draft, and. pay extra 2 
Francs for £100. Similarly ; if the Frenchman had to get 
£100 from London and the rate of the bill was 25 10 francs 
(this means that if the Englishman sent him a bill, the French- 
man could sell it and get only 25*10 francs), he would not ask 
the Englishman to send a bill as that would bring him 2 francs 
less, but would ask him to send gold instead. Aud thus it is 
that the rate of exchange between England and France, under 
ordinary conditions, tends to oscillate about the Mint Par of 
Exchange, and does not go above 25-32 or fall below 25*12. 

[Note : Under exceptional conditions, however, exchange 
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[NDIA 

A sells bill diawn on 13 to C 

(expoitei C, foi lie 13,000/ (impoitei 

or th lough i Bank oi 

creditor) debtor) 



B D collects i, 1,000 foi the bill D 
(impoitei fiom B, when due, yexpoitei 

oi thiout h » Bml oi 

debto i) ENGLAND cieditoi) 

may rise above or fall below tho specie lomt For example 
exchange may rise above the specie point when there is a 
difficulty in getting gold bullion for export freely — in that case, 
a very high premium may arise on gold and the exchange may 
go beyond the specie pomt, or when the country's currency 
consists of depreciated paper currency or inconvertible paper 
currency — in that easo also there is a premium on gold 
Again, exchange may fall below the spocio point when there is 
a sudden domand for cash and the holders of the bills cannot 
wait — they will sell the bilU for cash m that case at a rate 
lower than the specie point This generally happens in times 
of war ] 
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Now, in the above example the amount of 
money involved is the same. The amount may be 
•different also, The period of payment of the bill 
may also not suit both the parties. So in actual 
practice debtors- do not go about finding suitable 
creditors, nor do creditors go about finding debtors — 
it would be a very difficult task, indeed, to find out such 
creditors or debtors, "What they do in actual practice 
is that they take the help of Banks, which are 
always ready to buy and sell bills of any value, for 
any period, and at any time. Debtors go to Banks 
and obtain bills of the exact valueiwhich they have 
to remit; and as the Bank probably keeps deposits 
with Banks in other countries in order that it may 

What has been mentioned above happens in the case of 
two gold. using countries. But if one countrj is a gold- 
using country and in the other the currency is silver, a 
new factor is introduced. All the pauses that influence the 
rate of exchange through the demand and supply of bills will 
remain in operation the same way as before, but there will 
be the additional problem of chances in the relative values of 
gold ,or silver. The rate of exchange between a gold-using and 
a silvei'-using country can be fixed at any time by finding out 
the relative values of gold and silver, and then by finding out 
the quantity of pure gold contained in the coin of the gold- 
using country and the quantity of pure silver contained in the 
coin of the silver-using country. But here the chances are 
that the rate of exchange will always the fluctuating and no 
definite limits can be set to them. 

Another case arises when one of the two countries is on a 
metallic standard while the other is on a paper standard, or 
when both the countries are on the paper standard. The rate of 
exchange iu these cases will depend entirely on the supply of 
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be able to draw upon them, it will cliaige a email 
sum and willgne the Bill (these bills made to oulei 
aie called Banker's Drafts). Cieditois also can go 
and get then bills discounted (Discounting a bill 
means buying of a bill at a puce, aftei deducting 
a small amount of commission, and interest Bank 
thus pays cash for the bill at the moment, and, after 
the peuod of m'tuiity of the bill, it realises it back 
from the peison against whom it is diawn ) 
Hundis.— 

Hundis, oi Indian bills of exchange, aie indige 
nous ci edit instruments usually employed foi the 
payment of money within the countiy itself, i e , m 
India. 

and demand for bills of exchange, becauBe in the absence of 
the facility of importing and exporting gold there is no help 
for the debtors bat to discharge their obligations through 
exchange hills even though they may have to pay more for them 
The problem of exchange is becoming more and more 
complicated ever\ day, and we find today that gold has paacti 
cally disappeared from international dealings and almost all 
countries of the world are on a paper standard And it is abvious 
that if the freedom to import and export gold freely doe* not 
exist, the rate of exchange must be determined by the supply of 
and demand for, the bills of exchange, t e , by the balance of 
trade 

The Purchasing Power Parity Theory — 

Most of the countries having gone off the gold standard, 
the ordinary theory of foreign exchange has become almost 
inapplicable Prof. Gustav Cassel has offered a new explanation 
of the new conditions by advancing the Purchasing Power 
Panty theory which Btates that the normal rate of exchange 
between any two countries tends to settle at a point which 
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The working of a Hundi is oxactly the same as 
that of a bill of exchange., but it is usually drawn 
up in the Vernacular, Hindi or Mahajani. The 
Hundis are of two kinds — payable at sight, known 
as “Darshani Hundis”, and payable after 11, 21, 
41, 61 or 121 days, known as “Muddati Hundis > \ 
Hundi system has been popular among Indian mer- 
chants for ages; and Hundis are issued in large 
numbers by creditors or sellers of goods, and dis- 
counted b}^ shroffs, bankers and “mahajans.” 
SPECIMEN FORM OF A HUNDI 
Darshani Hundi 
Sri Ganeshai Namah 

Sidh sri Aligarh shubhsthane sri patri bhai 
Rhaiag Sen Jwala Pershad jog likhi Chandausi 

indicates the relative purchasing power of the money of these 
countries. 

Suppose there are two countries each with a standard coin 
containing 50 grains of gold. The par of exchange between 
these two countries will be unity, i,e M one unit of currency of the 
first country will be equal to one unit of currency of the second 
country. Then suppose that both countries introduce paper 
currencies and a paper standard, and suppose the first country 
has its currency doubled and the second country has its cur- 
rency increased four-fold. Then according to the quantity 
theory, the inrice level of commodities in the first country will be 
doubled and the price, level of commodities in the second country 
will be increased four-fold. And now the rates of exchange 
between the currencies of the first country and the second 
country will be determined by their relative price levels, 
and one unit of currency of the first country will now be equal 
to two units of curreny of the second country. 

In its exact from the theory is as follows : — “The pur- 
chasing-power parity between aay two currencies is obtained 
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seti Soth Naia,m Das Don Lai Li \u j;opal 
banchua Appranoh bundi kita nag ek apke upar 
kan Rupaiya 2,000 ankan rupaiyu do hajai 
nune rupaiya ek liajai ke doono puie deni Yah a a 
iakha bhai IbIiwu Das Laclihman Das ke Miti 
Phagum ibudi Naumi Turant Shah jog mpaiya 
chalan bazar hundi ki leet thikana lag^ii chaukas 
kar dam dena 

Hundi Hkhi Miti Phagun Sudi Naumi Sam 
v\i 1994 

DastLhat * Naiatn Das Don Lai 
[Drawer Naram Das Don Lai, Ghandausi 
Drawee Eharag Sen Jwala Pershad Aligarh 
Payee Isbwar Das Lachhtnan DaB Aligarh] 

by multiplying the current index number of prices in the 
country in whose currency the figure is to be expressed by 
the pro war par of exchange in order to make the two index 
numbers of prices comparable and dividing this result by the 
current index number of the second country The old rate 
multiplied by the ratio between degrees of inflation gives the 
actual rate of exchange 

Thus suppose we are considering tho case of India and 
England Suppose also that the pre war rate of exchange wsb 
Re 1 = 16d Then suppose that at any time the index number 
m England is 225 while in India it is 175 Under these condi- 
tions the purchasing power parity will be as follows . 

Ba 1 - British Max No X 16a S3B X m JM or 
Indian Index No 175 7 

20d approximately. (Thus the new rate of exchange will be 
Re 1 = 20d ) 

Again, suppose the old parity between England and 
America was £ = 4 8SG dollars Now if after abandoning the 
gold standard the price level m England rises to 200 while in 
America it remains stafcionarj at 100 it mei & that the new 
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Muddati Hundi 
Om 

Sidh sri Cawnpur shubhsthan sri patri bhai 
Uttam Ohand Prcrn Chand jog 'likhi Aligarh se 
Jwala Prasad Kedari Mai lei ram ram banchna. 
Appranch Hundi kita ek apke uper kari. Rupaiya 
2,000 nime rupaiya ek bajar ke duna pura athe 
rakha Badri Das Karori Mai pas Miti Chait Sudi 
12 se 61 din pichhc name Dhaui Jog Hundi ehalan 
kaldar dije. 

Hundi likhi miti Chait Sudi 12 Samvat 1998. 

( On the reverse side) 

nima ka nime rupaiya pancli sau lea chauguna 
.pura rupaiya do bajar lear dije. 

( 2 , 000 /-) 

Sri patri bhai Uttam Chand Prem Chand, 
Cawnpur, 

[Drawer : Jwala Prasad Kedari Mai, Aligarh. 

Drawee : Uttam Ohand Prem Chand, Cawnpur. 

Payee : Badri Das Karori Mai, Aligarh.] 


parity will be « 

£ i as - jiQQ, x 4*866 dollars 
200 

= 2*433 dollars. 


Similarly, take the case of England and France. 

Mint par or 

the old equilibrium" rate : 



England 

France 

1913 

£ 1 

25 francs 

Index Nos. of prices : 



England 

France 

1913 

100 

100 

1940 

300 

600 


Purchasing power parity or the new equilibrium rate : 
£=25X~“ francs 

= 50 francs. . , 



/ 
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Note —Shahjoff Huntfa is payable only to a Shah — a respect- 
able merchant of the town where the drawee resides A holder 
of such Hundi cannot get its payment himself if he is not a 
Shah — it must be presented through a Shah In case the 
drawee violates the condition he is liable for loss 

DhantjoQ Bundt is payable only to the payee It cannot be 
endorsed. If the drawee 1 ays it to a wrong person, he is liable 
for loss 

Dekhanhar Hundt is payable to the bearer. Anybody present 
ing it gets the payment and the drawee has little res- 
ponsibility. 

Farmanjog Hundi \q payable to order, andean be trans- 
ferred by endorsement 

Promissory Nole — 

This is mother metiumeut of credit. It 
vvntten b) i boiiouei iu favour ol a cieditoi 

[This explanation 19 very convincing, but in actual practice 
the rate of exchange calculated bj means of the purchasing 
power parity theory does not correspond to the price levels 
1 a , if the actual rates of exchange as between different countries 
are examined it is f out d that the results do not correspond to 
thiB theory This may be due to a number of factors, one of 
them bem Q that it ib very difficult to measure price levels Inder 
numbers are only an approximation, and cannot be relied upon 
The theory also ignores the effect of changes in the balance 
of trade, which, as we have seen, are very important in deter- 
mining the course of exchange from time to time ] 

The Case of India — 

India is a country in which exchange is not allowed to be 
determined by natural forces, but is artificially regulated by 
Ah? -Hpr nose J'.hArAtwjv j» jyvwual rum 

India has got a token com as standard com whose value 
in terms of sterling h is been artificially fixed at la. 6 d In 
order that the exchange may not go above or below this 
rate, the Government of Irnlu keeps large reserves and sells its 
own bills— called the Council Bills and JRveree Council Bill*— to 
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And Governments as much as individuals very 
often raise funds on such promissory notes. 

SPECIMEN FORM OF A PRONOTE 

Calcutta a 1940. 

On demand I promise to pay 

or order the 

sum of Rupees 

for value received l i 


the public from time to time. It sells them whenever, and in 
whatever amount, necessary, and thus keeps the exchange 
"pegged” within narrow limits. For example, if the demand 
for bills on India at any time becomes so large in England that 
there, is a chance of the rate rising much above Is. 66. to a 
rupee the Government starts selling council bills in large quan- 
tities and thus brings down the rate. 

The system of Council Bills has now been replaced by the 
system of purchase of sterling. Whenever the balance of trade 
is favourable to India and the rupee-sterling exchange threatens 
to rise, the Government of India prevails upon the Exchange Banks 
to put their sterling resources in London at their disposal in ex- 
change for money paid to them in India. (These Bankshave usually 
at their disposal funds in London, iu the event of India having a 
favourable balance of trade, which they are anxious to transfer to 
India by converting it into rupees. The Government of . India, on 
the other hand, has rupees in India which it is anxiou3 to convert 
into sterling in London to provide funds to the Secretary of 
State in connection with the Home Charges. The purchase of 
sterling from these Banks puts the Government in possession of 



.x. y. 
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Is Credit Capital ? 

Credit plays such an important part m the 
industrial life of today that some people think it 
is capita) But this view is wrong A loan fiorn 
one peison to another on the basis of a document 
cannot increase the capital of a country Capital 
ienains what it i«, inspite of the extension of 
ci edit, but the one thing that credit does is that it 
transfeis the use ol capital fi om less to moie efficient 
hands, which results in increased production 
Of couise the extension of credit means capital 
to the person who ieeeive3 it foi on the right 
cieated by that he can secure all the thiftgs neces 
stalling m London and these bank3 m possess on of rupees in 
India and this is to their mutual advantage) This system per 
mits the Government to stabilise exchange more effectively 
than before 

Note When England went off tl e gold standard in 1931 
but America cont need to be on the gold standard tf e gold value 
of the rupee come to be determ ned by wl at is known as American 
Cross Bate y 1 e the rate of exchange between India and America 
with reference to the rate between sterling and dollar Suppose 
at any moment the rupee sterling ratio is Is 6d per rupee 
and tbedollar sterl ng ratio is 4s 6d per dollar The rupee dollar 
ratio would be determined by the ratio of 4s 6d divided by Is 6d 
l e 3 rupees to a dollar This rate has however been officially 
pegged at 4 02 dollars to the £ during the present war 

Some Pars of Exchange between different countries — 
Between OLD PRE WAR 

England and iVance £t = 22 francs £i— 1$2 65 ftvact 

Germany £1 = 20 43 marks £1=12 28 marks 

America £l=4 8G dollars £1=4 98 dollars 

J pan £1 9 8 yen £1 = 14 06 yen 

Ind a £]. — IS rupees £1 H 33 rupee? 
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s ary for his productive activities ; but this means 
that another person is deprived of that much of 
the machines and raw materials existing in the 
country. Credit is thus not capita], unless it refers 
to the person to whom the credit is extended. 
Credit is simply permission to use the capital of 
others. It is not a factor of production. It is 
merely a method of production just like exchange 
and division of labour. If credit really constituted 
capital, it would be quite posible to double or 
treble the wealth of any community by having 
each citizen to lend his estate to his neighbours in 
exchange for a promissory note. 

Advantages of Credit. — 

(!) Credit has displaced money from ordinary 
transactions t-oday, and thus has economised the use 

Daring the present war, however, exchange rates have been 
controlled everywhere. 

Sterling Balances. — 

A new development in the exchange position of India during 
the present world war is the large accumulation of sterling 
balances as a credit item in India’s balance of payments. On 
account of the war purchases made by the British Government 
in the Indian market, and on account of a favourable balance of 
trade generally, both of which were paid for in sterling in 
England, a very large amount of sterling has accumulated in 
England. [The sterling payments by the British Government 
and sterling purchases by the Deserve Bank during the war 
amount to much over a thousand crores.] And these are known 
as “sterling balances”. 

A part of this accumulated sterling has already been utilised 
for effecting repatriation of India’s sterling debt. (Bepatriation 
mean3 the substitution of rupee liabilities to residents for 
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of qold and silver ns ineitts of payment. It <loes the 
work of money without nny passing of actual cash 
immediately, and gold and silvoi can be devoted to 
otliei uses. Suppose it becomes necessaiy for the 
Rcsera o Bank oflndm to issue one httndi ed Rupees to 
meet an increased demand fot money in India. It 
there was no pipoi money, the Resoivo Bank 
would have to i«stie hundred rupee coins, and 
the government would h ive to buy silvei bullion 
toi cotmgc But if papei money can be issued, 
the Reservo Bank will issue papei cunencj notes 
worth Rs 100 aftei keeping gold worth only R? 40 
intheRea&iac Thus the government will have 
to pm chase smaller quantities of Blivet foi coinage 
Thus notes secuie a gieat ocomony in the use of 

sterling liabilities to non-residents, e g , India had taken loan? 
in sterling id England former!}, these Here paid off out of the 
sterling balances in England, while rupee securities for the 
amount were issued to Indtans The rupee debt of tho 
Government of India has, no doubt, increased but the foreign 
debt m sterling has been altogether wiped off.) But still Urge 
sterling balances are tying to the credit of India in England 
and the manner ol their utilization le being hotlj debated u> 
the papers these da} s. 

Leasc«Lcnd Aid — * 

This is also a new thing m the Bjhere of intorn atirna I 
finance daring the present world war This is an arrangement 
between England and America b> which the former has been 
receiving goods and services from the latter. It is in the 
nature of a foreign borrowing though it is not clear in what 
form the Iiahilit} of the recopient of this aid will be discharged 
at the end of the war 

A 6 a part Df this scheme India has also been receiving 
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metallic coins. And similarly, cheques and drafts 
and bills secure great ecomony in the use of metal. - 
They make transfer of money possible, without 
actual cash passing. 

(2) Credit facilitates trade and commerce. 
Cheques, bills and Hundis are the common means 
of payment today. They furnish us with better 
and- more convenient methods of payment of 
large sums of money inside the country (cheques 
and Hundis) as well as outside (bills of exchange). 

(-S) Credit helps production by rendering capital 
more productive. Men with no capital but with 
leal business ability are able to help production 
✓by securing the advantages of credit from men 
who have capital but no ability to manage. For 
example, banks receive large sums of money lying 
idle with the rich or the poor and make them 
productive by lending the same to those who are 
busy in trade and industry. Besides, the reputa- 
ation of one man or firm may be made use of for 
trading by another, and banks can easily transfer 
the benefit of that reputation, in a number of ways. 

(4) The moAn object of credit, however, is to 
finance industry and commerce during the time 
'which »ius< necessarily pass between the start of 
production and 'the finished article being in the 
hands of the consumer. The producer will sell his 

materials and services from America* On the cither hand, she 
has also been incurring 'some expenditure on U. S- troops 
stationed in India — Beciporcal Lsase fcend aid as it is called. 
How all these will be adjusted and settled is not yet clear. 
The Government has been quite reticent on this point. 
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goods when they have been manuiactuied ihe 
sale will put him in funds Bub he needs law ma> 
tenals for the manufacture of moie goods He 
cannot pay the puco now Credit comes to his 
help T ike anothei case A poison has Rs 1,000 
He manut ictuies things woith Rs 1,000, and imta 
a pui clnsei, too Suppose the puichasei lives in 
Bombay, and it tikes 7 days foi the goods to leach 
him, and moth"! 8 days lor the money to be 
leceived bj the minufacturei Should the manu 
1 ictuiei sit idle dm mg this penod ? No, he can 
send the goods through the Bank and get the 
Hundi discounted at once and thus .have money 
to go on with his business again 

(5) Credit also acts as a stimulant to, the growth 
oj capital Banks — known is ciodit factones — 
encoutige thrift ind saving, and discotuage hoai cl- 
ing Wealth lying idle is collected togcthei and 
employed pioductively. 

(6) Credit enables individuals to tide our tern 
porary financial difficulties “The gieatei part 
of industrial organisation today would come to an 
end, if there weie no credit. Manufacturers, 
agucultunsts and consumers do on miny occasions 
lequire purchasing powei to tide over periods of 
difficulty or to expand their business Money may 
not be available, oi it may be scarce Ciedit would 
be a substitute and do the woil of mon^y * 

The Abuses or the Dangers of Credit — 

Oiedit is howevei, notan unmixed good It 
has its evils 
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. (l) An over-issue of credit promotes, unwise 
expansion in production leading to “over-produc- 
tion” . "When producers make use of credit for 
production, they are tempted to spend funds much 
more recklessly than if the money were their own, 
and this leads to rash enterprises and careless specul- 
ation, with ultimate ruin and suffering to many. 

(2) Credit organisation also leads to the form- 
ation of monopolies and trusts and combinations 
which use unfair methods of competition, thus 
crushing competitors, increasing prices, and ex- 
ploiting labourers. 

(3) An over-issue of credit has also a great 
effect on prices, which rise abnormally, and on 
the distribution of wealth among the different 
classes of people in a country— the tew have a great 
deal, the many very little. 

(4) Even when money" is borrowed for purposes 
of consumption it is spent much more blindly than 
money earned by hard labour. For example, a large 
part of the rural indebtedness of India is the 
result of the borrowing of money for" consumption 
purposes. 

QUESTIONS 

1. Distinguish between money and credit instruments. 
What are the advantages of credit to modem commerce and 
industries ? 

2. Define a credit instrument. Distinguish between a 
currency note, a bill of exchange, and a cheque, and say how the 
development of credit has affected Indian trade and commerce. 

3. Distinguish a cheque from a note. Give a specimen of 
an order cheque for Bs. 50 drawn on the Imperial Bank of India, 



< 130 ) 


Allahabad Bant, bv Bam Prasad, payable to the U P Electric 
Supply Co , Ltd , crossed 'Not Negotiable 

4 (a) What 19 a Bill of Exchange ? How does it help in the 

internal or external trade of a conntry ? 

{b) Mohan and sons of Cawnpore sell goods worth 
Bs 1,000 to Sbyamlal and Brothers of Benare* 
Please draw a demand bill on behalf of the sellers, 
payable to Rama A Co , Benares 

5 State what yon know about Hnndis Give a specimen 
form of a Hnndi nsed in yonr locality and explain its meaning 
as clearly as you can 

6 “A great feature of modern economic life is the eeonoma 
in the use of metalhc monev Explain this Show how the 
economy is possible, and point out the dangers of such a system 

7 Explain how the use of money and cheques saves labour* 
Is this less or more so in India than in other countries ? f Read 
the chapter on Banks and Banking ) 

8 Wh3t is credit ? What are the advantages arising from 
credit ? TVhat are the dangers ? 



CHAPTER 9 

VALUE OF MONEY 
Value of Money . — 

Value of money means its purchasing power — 
the quantity of goods and services it will buy, e.g., 
if with one rupee, one can purchase one pair of 
shoes or one seer of ghee or 10 seers of wheat, we 
shall say that the value of one rupee is a pair of 
shoes or a seer of ghee or 10 seers of wheat. This 
value of the rupee is high or low according as a 
rupee can get more or less in return. If the rupee 
at any time can buy 2 pairs of shoes, or 2 seers of 
ghee or 20 seers of wheat, then its value will be 
said to have risen ; while if it can buy only half a 
seer of ghee or 5 seers of wheat, its value will be 
said to have fallen. In other words, when the 
prices of commodities fall, the value of money is 
said to rise ; when the prices of commodities rise, 
the value of money is said to fall. 

Example — Wheat was selling a few years ago at 
Rs. 2/- per maund ; but it sells today at Rs. 10/- per 
maiind ; and we say that the price of wheat has risen. 
But what about the value of money ? A year ago 
Rs. 2 could get a maund of wheat, while today we 
have to pay Rs. 10, i.e., more than Rs. 2, for a 
maund ol wheat. In other words, we get less 
wheat for Rs. 2 todayRhen we could get a few years 
ago. And we can express this by saying that the 
value of money has fallen. 

Thus a rise in prices means a fall in the value 
of money, and, similarly, a fall in prices means 'a 



li^e in the value of monej That is to say, whon 
the value of money rises, the value of commodities 
falls, and when the value of money falls, the value 
of commodities uses 

[A genei d use 01 fill ot exchange values is im- 
possible Exchange value expi esses the iatio bet- 
ween two things, ind, theieioie, if the vilue of 
one of the two tliiDgs uses, the value of the other 
must fall. Foi example, if the exchange value of 
one seer of ghee wa* 10 seers of wheat, and, foi 
certain reasons, the value of wheat is doubled, i.e , 
one seei of ghee can now get only 5 seeis of wheat, 
then it is evident that the value of ghee has halved 
while the value of wheat has doubled What u 
tiue of ghee and wheat is ttue of all goods in 
general , and we say that there can h“ nothing hie 
a general rise or a gentnl fall in taittes That is 
to say values of all things cannot use at the same 
time or fall at the same time — when the value of 
x intemis t \ n«es, the \alue oi y in tetms of x 
must fall, and so on Howevei, we mu^t remem 
ber that theie can he a general ?is<* ot a qentral 
fall tn prices as the values of all commodities m 
terms ot a thud commodity, money, may nse oi 
fall at the same time, the i »lue ot money alone 
going the other way ] 

On what does the value of money depend ? 

The value ot money 111 e the value of othet 
commodities is deteimined by the demand foi it 
and the supply of it available 

Now, what constitutes the demand foi money ? 
In other words, what foi is money d°rpanded ? 



I 
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Money is demanded iov the purpose of buying 
goods and services' — it is the general medium of 
exchange. And whenever any commodity is 
bought, money payments have to be made. Na- 
turally, the demand for money depends upon the 
volume of goods bought and sold in the country. 
The latter in its turn depends upon the total volume 
of production, which, of course, changes very 
slowly (it takes time to alter the volume of pro- 
duction ); and we say that the demand for money 
remains more or less constant at any given time. 

And when the demand for money remains cons- 
tant, the value of money must be determined by 
the supply of money. The supply of money means 
the total quantity of money that is being used to buy 
goods and sei vices ; and the value of money is 
high or low according as the quantity of money 

in circulation is less or more. 

* 

-The Quantity Theory of Money. — 

Though the value of money like that of any 
other commodity depends upon demand and supply, 
us we have seen in the last article economists nave 
a distinct theoi} 7 about the value of money, known 
as the Quantity Theory of Money ^ Stated in a 

*Tkis quantity theory of money in its bald form may hold ' 
goo*d in a primitive society under certain conditions— e.g., in 
a place where there is only one form of money, where every 
piece of money is exchanged but once, where no hoarding takes 
place and where money is used for monetary purposes only, 
etc., etc. JBnc things .ire not so simple as that. 

Let us suppose that I have a rupee with me. I go to the 
market, purchase some fruit, and pay the rupee to the fruit-ven- 
dor. The fruit- vendor takes the same rupee to a cloth merchant 
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simple foiro, it s^ys, “ Other things, remaining the 
same t the purchasing power of money varies inverse 
ly as the quantity of money m circulation ” That 
is to say, if the quantity of money is doubled, 
prices will become twice as high as before, other 
things remaining the same, and the value of money, 
01 the pm chasing powei of money, will consequent 
ly become half Similarly if the quantity of 
money is halved, othei things remaining the same, 
prices will be one halt and the value of monej 01 
the purchasing powei of money will become doublo 
[An increase in the supply of any commodity lowers 
its value to some extent, and a deciease m supply 
raises its value to some extent But there is one 
thing peculiar about money— its \alue falls 01 

and buys a piece of cloth with it The cloth merchant goes to a 
stationer and purchases some paper for his bo> with the same 
rupee Thus in the course of the day, a rupee has bean used 
three times to buy goods It has done the work of three rupees 
and the quantity of rupees used to purchase goods is to be 
taken as throe and not one This peculiarity is known as the 
velocity of cireulattoti f and is determined by the number of times 
each amt of money changes band on the average in course of a 
given period And the total quantity of money is e jual to the 
actual number of corns and notes, multiplied by their averago 
velocity of circulation, and not simplj the number of coins 
and notes 

Similarly, the quantity of money does not depend merely 
on the number of coins and notes in circulation, but also on 
the amount of credit money in the country and its velocity of 
circulation, too 

Again, we have also to consider the volume of ex 
change transactions in the country The greater the activity 
of exchange, or the greater the volume of trade, the greater 
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rises exactly in proportion to the . increase or de- 
crease in the supply. That is so because, as we 
have seen in the last article, the demand for money 
is more or less constant at any given time. ] 

Example — Suppose there are 100 rupees and 
100 commodities. If all the commodities are bou- 
ght and sold, and if every rupee is used once, the 
average price per commodity will be Re.,1. II 
instead of Rs 1 00, there are Rs. 200 with whioh 
to purchase the same 100 commodities, the average 
price of each commodity will be raised from Re. 1 
to Rs.,'2 (double), and the purchasing power of each 
i upee will be reduced by half. 

Money is, indeed, a kind of counter or ticket 
Serving as a medium ot exchange. The actual 

the number ot exchanges that have to be effected by the use of 
money. Thus an increase in the volume and activity of trade 
increases the demand for money, and tends to cause its value to 
rise. 

However, the theory has been developed by Ibvikg 
FISHER so as to fit in with modern conditions, and though it 
has also been criticised on several points by Professor KEYNES 
and CahNAK, it bolds true as indicating the working of a 
tendency, and brings together all the principal causes by whioh 
the value of money is determined. 

PiSHER gives a symbolical representation of the theory thus: — 

^ MY + M'V' 

. T. , . ' • 

where P = price level of conmodities 
, M « quantity of money in circulation, 

* y — velocity of money in circulation 
M' — quantiby of credit money in circulation 
Y' = velocity of; circulation of credit money 
T = the volume of. transaction 8 in the country. 
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amount of money, piovicled theio ib enough to 
enable it to do its worki does not matter. It is 
to be assumed that ji a community had twice as 
much money all prices would be twice as high, that 
if it had only half as much money all prices would 
be half as high, and so on 
Appreciation and Depreciation ~ 

Appreciation of money means a ubo in the valuo 
of money, oi, an mci ease in its purchasing power, 
e.g , when a lupee begins to puichase two paits of 
slioes, two seeis of ghee or 20 seers of wheat, while 
it formally purchased only one pair of shoes, one 
seei of ghee, 01 10 seers of wheat Appiemtion 

This relation of the level ol prices to the above factors 
is verj well represented in a diagram by A Batker in his 
book Cash and Credit:— 



Of a vessel C V is the base which can be expanded at will, 
M V is the fluid xn it Pis tbs level at which MV stands. 
M'V r is air in a bag into which air may be pumped or out of 
which air may be realeased It will be seen tntft an increase jn 
M V orM V pushes up P, while an increase in the base line, 
OV brings down P, so that P varies directly as M V and M V 
and inversely as 0 V (or T) 
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of money means the same thing as a fall in the 
general level of prices (of commodities). 

Depreciation of money means a fall in the value 
of money, or a decrease in its purchasing power, 
e, g. ; when a rupee can purchase only one seer of 
ghee or 10 seers of wheat, while it formerly purchased 
two seers of ghee or 20 seers of wheat. Depreciation 
of’mone\' means the same thing as a rise in the 
general level of prices ( of commodities ). 

[Note s Depreciation is not the same as debasement. Money ^ 
is said to be debased when coins issued contain less than the 
standard amount of metal ( as a result of wear and tear, 
clipping, etc. ). Debasement is intentional, depreciation is 
due to market conditions. ] 

{Inflation end Deflation. — 

These words relate to the amount of currency 
in a country. 

When the supply of money, (including credit 
money), relatively to the demand, increases to such 

iWhen an expansion or contraction of the currency is due 
to natural conditions, an increase in the supply of precious 
metals, or an increase in the amount of trade, we have what 
is called Natural Inflation (or deflation). But when an ex- 
pansion or contraction of the currency tabes place, on account 
of the Government issuing an excessive or inadequate amount 
of inconvertible paper money, * or debased metallic money, wo 
have what is called Artificial Inflation ( or deflation )# 

Inflation is very often brought about by a Government 
issuing more notes in times of war to have money for purchase 
of war materials, etc. And a policy of deflation is adopted 
when there is superfluous currency in the country, and needs 
to be pumped out of circulation. It is done by cancellings 
inconvertible paper money or by increasing the volume of 
production in the country. 
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an extent that the puces in general rise and the 
purchasing powei of money depreciates or decreases, 
thecmrency >b said to be inflated. [Inflation is 
the result of an increase in currency. But it must 
bo distinguished fiom oidinaiy expansion of cur 
rency which is in response to increase in tiadeoi 
population. Inflation is the abnormal and de- 
liberate expansion of cunency and credit beyond 
the amount necessary for the needs of trade at a 
certain time.] 

Similaily, when the supply of money, lelativelj 
to the dtmand, decreases to a point where it be- 
comes m-sufficient to meet the domands of trade, 
and, theicfore,/ lowers general pi ices, the curie ncj 
is said to be deflated 

Example — Inflation in the present world wai 
has been veiy lapid all over the world. In 
India als > a laige amount of paper money has been 
issued by tho Government (about 1100 crores worth 
of notes are in cuizenoy today in place of about 
200 ciores befoio the wai), and we have inflation 
and high prices But now that the war is almost 
over, we may soon hope to see deflation, and appre 
ciation, and falling prices 

How to measure the value of money? 

Measurement of Price Changes — Index Number 
The values of all things are measured in terms of money. 
Bnt wo cannot follow this rule with regard to money itself ; 
for it is absurd to determine the value of money in terms of 
money itself tut there is really no difficulty. The value of 
any thing is the amount of other things which can be obtained 
id exchange for it Therefore, the value of money can al*o 
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Effect of Changes in Prices. - 

Rising Pnces — i. e # Depreciation of money due to 
Inflation. 

(l) The rising prices increase the profits of the 
businessmen and thus stimulate business. Enter- 
prisers score greater and greater profits because 
m most cases, the cost of production of commodities 
does not increase as fast as price rises. There is 
always a big margin left for the producer or the 
businessman, and production of goods is stimulated. 

be found by knowing the amount of other commodities which can 
be obtained in exchange for it. That is to say, we can measure 
the purchasing power of meney by measuring the changes in the 
prices of other commodities. For example, if the prices of commo- 
dities show a rise in terms of money, we conclude that the 
purchasing, power or the value of money has fallen ; and if 
the prices of commodities show a fall in terms of money, we 
conclude that the purchasing power or value of money has risen# 

But the difficulty lies in the fact that the prices of all goods 
do not rise or fall at the same time and by the same amount. 
In order to obviate this difficulty, we adopt the device of strik- 
ing out an average of the changes in the prices of different 
commodities and services in order to find out changes in the 
value of money. This average of the prices of commodities at 
a particular period is called the Index Number . 

Changes in the purchasing power of money are measured by 
means of this index number. When the index number registers 
a rise, i.e., when the price level rises, the value of money falls, 
and, conversely, when the index number falls, the value of money 
rises. The value of money thus varies inversely with the changes 
in the Index Number. Thus if the price level or the index number 
rises by 50%, the value of money falls to the same extent, and if 
the price level falls by 50% the value of money rises also to 
the same extent. 
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(>) They benefit the debtors and affect lujunous 
)y the intetesta of tl e creditors Suppose the 
debtor is a wheat giowet and he bonowed Rs 100 
in I92a when the price of wheat was Rs 4 a 
maund — in other woids when he leceived pur 
chasms powei equal to 2o maunda of wheat 
Suppise again that he pays the amount back tn 
1945, when the puce of wheat is Rs 10 a maund 
He now tequires only 10 nuunds of wheat to sell 
in order to pay off his cieditoi That is to say he 
gives back only 10 maunds of wheat in return for 
2o maunds that he & ot in 1925, and thus makes a 
consideiabJe gain The creditor on the other 
hand gets less in goods than what he actual!) 
paid, foi R* 100 could get more goods in 1925 

An index number is constructed in the following way — 

We start with a base year i e a year in which the cond 
tions are normal and prices of commodities in that year are taken 
is equal to 100 Let Us suppose there are five commod ties, wheat 
rice sugar cot to a d ron The pr ce of cue maund of wheat in 
that year is Es 5 that of ncc is Rs 4 tlat of su„ar s Es 10 
that of cotton Be 20 and tl t of iron Ra 20 Let us suppose 
hat next year ha pr cea of wheat r co and sugar become 
Rs b Rs 6 B« 8 Rs 10 an 1 R* °0 respectively Let us 
tabulate the figures tn this way 



Basa year 

Another year 

Wheat 

Rs 5 "100 

Bs 6=120 

Bice 

Rs 4 100 

Bs 8 150 

Sugar 

Es 10 100 

Bs 8*= 80 

Cotton 

Rs 20-100 

Bs 10= 50 

Iron 

Bs 20-1 0 

Es 25=125 


5)500 

5)525 

Average 

100 

105 

T he index number 

in the base year is 100 

in the other year 
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when be gave the loan than in 1945 when, he got 
back the loan. 

( 3 ) Rising prices mean a general prosperity to 
the country. Cultivators, industrialists, business- 

"men of all sorts, and even the Government, have 
big earnings, and a general optimistic spirit pre- 
vails throughout. This optimistic tone in the 
society, however, very often leads to over-trading, 
over-production, and over-borrowing by business- 
men, which are sometimes attended with serious 
evils. 

( 4 ) Consumers and persons with fixed incomes, 
like the landlord, the salaried class, etc., suffer 
because while tbeir incomes remain the same, they 
are called upon to pay higher prices for articles of 
consumption. The wage-earning classes also suffer 

105. Prices have thus risen, and we conclude that the value or 
purchasing power of money has fallen. 

In this way changes in the index number point out change? 
in the purchasing power of money. But in constructing an 
index, number we must be careful so as to avoid certain diffi* 
culties* For example, we must carefully select the base year, 
which must not fall in a period ot draught, scarcity, or famine . 
" or any other abnormal period. We must select a fairly large 
number (say 50) of representative commodities, Le., the chief 
* commodities in a country's trade* We must see that the 
commodities do not change in quality or nature in different 
years. And we must collect the figures of prices very carefully* 
For greater accuracy, a commodity which is more important 
in the consumption or trade of a country should be given a 
greater weight. For example, if the value of wheat consumed 
dri a country is 10 times the value of sugar the number 100 
should be assigned to sugar and 1,000 to wheat, and then 
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since wages seldom moie'iRe in sympathy w ith f and 
inpiopoition to the rise of prices (The wages 
of labourers generally go up when theieisanse 
in prices, yet the use in wages, is not as fast aB 
the nee in prices Wages aie the last to rise it 
is said ) 

Falling Prices — j e Appreciation of Money 

(t) When the puces fall rapidly, the entei 
preDeur cannot i educe his cost of production as 
rapidly as the prices fall, so he cannot make profits, 
and production is discouraged Enterpreneura, 
realising that the prices of things arc falling and 
then profits aie disappeanng, cut down wages that 
they givo to then employees, some of whom they 
dismiss. The lesult is unemployment. 

(2) Falling puces injure the debtor class and 
benefit the creditoi class The creditoi gets back 
more in the foim ot commodities than he actually 

the average should be struck This sort of average is called 
the “weighted arerage Let us suppose that in the abore 
example, wheat, rice, and sugar are consumed in the ratio ol 
10, 2, 1, 3, and 1 Then we shall have the following (“weight 
ed ’) index number table . — 



Case > ear 

Another >ear 

Wheat 

10 X 10C = 1000 

10X120=1200 

Rice 

2X100= 200 

2X150= 300 

Eugar 

1X100= 100 

IX 80= 80 

Cctton 

3X100= 300 

3 X 50=150 

Iron 




17)1700 

17)1855 


Average 100 109 

If we can take all this care, an index camber will surely giv* 
as a rough idea of changes in the value of money 
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gave ; for the money which the creditor gets has 
greater purchasing power than it had when it 
waB lent. 

(3) A period of falling prices causes a great 
hardship to all industrialists, businessmen, and 
cultivators, and a tone of pessimism prevails which 
results in a general depression. 

(4) Consumers and people with fixed incomes, 
e.g.. landlords and zemindars, and salaried people 
like clerks, magistrates, wage earners, etc , gain 
because their salaries bring them increasing quant 

i ties of things they want. 

Thus both rising and falling prices are bad— 
they create uncertainty in the business relations of 
different classes of people in the community, and, 
therefore, cause so much economic hardship. Steady 
prices, on the whole, are to be preferred, because 
they do away with this uncertainty. 

The use of Index numbers : 

(i) By a study of Index numbers we can find out. how far 
and in what direction the purchasing power of money is chang- 
ing, and how the different classes are being affected. We can 
rhen increase or decrease the quantity of money in circulation, 
and thus bring about greater stability of prices. 

(ii) We can also find out the rise or fall in the standard 
of living of particular groups of society by comparing their 
costs of living with the index numbers in different places 
and in different periods, and can form this as the bases for 
adjustment of wages. 

(iii) The general economic and industrial development of 
the country — the trend of trade, capital, profits, etc, etc — can 
also be guaged with the help of index numbers ; and these can 
be of very great help In the economic planning of a country. 




( H4 ) 


Various schemes have been suggested for reduc- 
ing price changes. Most of them 1 elate to the 
adjustment of the currency. It is urged that the 
amount of currency should be regulated to suit the 
requirements ot trade, and should be expanded or 
contracted as necessaiy. In other words, cuirency 
system should be elastic, and should be such that 
the currenoy may expand when trade and business 
are brisk and contract when times are dull. 

QUESTIONS 

1. What is meant by the term “Valae of money’? Wbv 
does the value of money differ from one date to another ? 

2. “There can be no general rise in values and do general 
fall in values/’ Explain and illustrate. 

3. How does a rise or fall in the value of tnonev affect, 
(a) the producer, (b) the consumer, (c) the investor ? 

3 What are index numbers ? What is their use ? 

6. Write short notes on ; — 

Inflation, Deflation. 

Appreciation, Depreciation. 



CHAPER 10 
BANKS AND BANKING 
What is a Bank. — 

We have seen in the previous chapters that 
banks play an important part in credit transactions. 
They are the institutions which organise credit — 
they have been called credit factories. And Bank- 
ing is the name given to the business of dealing 
in money and credit, and in the remittance of money 
from person to person, and from place to place. 

A Bank has been defined as “an establishment 
where money is received on deposit , to be repaid, and 
ivhere loans are negotiated , bills discounted and 
other financial business conducted 

Baoks are of different varieties and descrip* 
tions. There are agricultural banks and industrial 
banks, commercial banks and exchange banks, co- 
operative banks and joint-stock banks. But when 
the word ‘Bank’ is used without any prefix, a 
commercial bank is usually meant. We shall deal 
below with the functions of such banks. 

t 

Functions of a Modern Bank. — 

The functions of an oi'dinary modern bank are- 
as follows : — 

(i) Banks deal in money and credit by 

(a) receiving deposits : 

These deposits may be received by the 
bank on Current account , in which case the 
bank undertakes to repay any part of it 
on demand and to do various other services 
to the depositors, but pays no interest 3 or 
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on Savings Bank account , m which case the 
depositor is allowed to withdiaw money 
only onco a week, 01 so, and is paid a small 
rate of intei est , 01 again on Fixed Deposit 
accounts, which are withdrawable only on 
the expiry of the period foi which they 
have been entrusted to the bank, but which 
earn a higher late of interest 
(b) advancing loans 

These loans may be given against personal 
security, 01 against property, but they are 
moie often given against commercial bills, 
shaies, and commodities. 

The banks leceive deposits on low rates of 
interest and advance the same on higher lates , 
and the diffeience between the two iates of interest 
constitutes then profit. The banks know by ex* 
perienee that only a certain poition of the deposits 
need be kept m the bank tn oidei to meet the 
demand from depositors as all of them are not 
likely to demand money at any one time Con- 
sequent!} they employ most of the balances in 
gianting loins and advmces to the boi rowers, and 
thus serve the purpose of middlemen in bringing 
the investors, who have money, and businessmen 
who want money, together The anionnt of money 
which a bank may safely lend varies in diffeient 
cases, but ordinarily banks keep 20 per cent of their 
deposits in cash with themselves and the rest they 
lend (A.ieduction below this would leduce the 
Bank’s maigin of safety while an excess above it 
would leduce the Bank’s margin of profits) How- 
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ever, if banking is developed sufficiently, the cash per- 
centage maybe reduced still further ; as is the pract-, 
ice in advanced countries like England and America. 

(ii) Banks create credit which is said to be the 
life-blood of trade and industry : 

As we have said above the banks make profit 
by accepting deposits on low rates of interest and 
issuing loans on higher rates. But if the banks 
depended on this profit only, they would gob very 
little, for the difference between the interest rate 
they charge and the rate they pay is so small. So 
banks create credit, and that is the chief source 
of their profits. Let us see how. 

Suppose a bank keeps 20 per cent of its deposits 
as cash with itself, and lends the rest. It the 
deposits with the bank are worth Rs. 1,000, the 
bank keeps Rs. 200 as cash reserve and advances 
Rs. 800 to its customers in the form of loans. Now 
the sum of Rs. 800 borrowed by a person must be 
finally paid to some person or persons. These 
persons will deposit the amount with their banks. 
These banks on finding that their deposits have 
increased, also lend 80 per cent of these and keep 
only 20 per cent as cash reserve. These loans again 
appear as deposits in banks. And thus the original 
doposit* of Rs. 1,000 becomes the basis of the crea- 

This theory has, however, been criticised by C ANNAN and 
others. In their opinion, the initiative in the creation of 
credit does not lie with the bankers, bat with the depositors. 
What happens is that the depositors do not withdraw the 
greater portion of their deposits, and so the bank is able to 
advance loans. It is not loans which make deposits. Bather 
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tion of ci edit to tlie extent of many times this 
sum. Many accounts are opened in diffeienl banks, 
trade and industry flourish in the country, and the 
cheque system develops to the utmost Again, when 
a bank issues notes it has not to keep full metallic 
leseive against a]] the notes issued It geneially 
issues notes keeping a certain percentage of metallic 
leseiveonly, say 40% to 50%, and in this way also 
it creates credit 

(tti) Jianls economise money, and help trade and 
industry by 

(a) creation of cui rent deposits and the tntroduc 
fion of the cheque system , People deposit 
money in the ounont account, and whenever 
they want to make uso of tins money, for 
making payments, they issue cheques which 
tako the place of motallic money, and paper 
money, and become the common medium of 
exchange in the countiy 

1 he bank also selves, by the way, as a 
dealing house to its customers If the 
customers of a Jiank owe money to each 
othei, they draw cheques on the banks, and 

it is the an withdrawn deposits that are loaned Here is an 
interesting example Suppose there are a hundred guests id 
an evening party, each arming with a oloak, which he 
deposits with the cloak room servant It is known that the 
party will not break up before 10 p m Iu case eoma guests 
depart earlier, the servant keep 9 20 cloaks in stock, and loans 
on t the remaining 80 to be ratnrned a little earlier than 
10 p m This does not moan that the servant in hiring the 
cloaks created 80 cloaks And similarly the banks cannot 
he said to create credit ^ 
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these banks transfer the stated amount from 
one account to another, without any actual 
passing of cash. 

(6) discounting of bills — An ordinary bank can- 
not grant loans for a long time because 
money may be demanded by the depositors at 
any time. So it makes short period loans 
by discounting promissory notes and bills of 
exchange or Hundis, and thus helps trade 
by providing credit. [ Discounting means 
making cash payment for the bill after deduct- 
ing a small amount of commission, and the 
interest at the time of purchase, and then 
realising the amount of the bill back from 
the person against whom it is drawn on the 
date on which it falls due. ] 

(c) transferance of money from one part of 
the country to another cheaply and safely 
by means of drafts and Hundis ( or bills of 
exchange ). 

(d) issue of notes ( where permitted ). In India 
tha Reserve Bank alone issues notes. 

(iv) Banks discourage the habit of hoarding . 
They give interest on the money deposited with 
them, and this induces people' to save.- The result 
is that wealth which would otherwise have remained 
idle reaches the banks, and the banks pass it on to 
the people who can make use of it, i.e., to those 
who have business ability, but have no money of 
their own to invest. Thus banks bring the borro- 
wer and the lender together, and provide a connec- 
ting link between them. 
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(o) Banks act as safe custodians of valuables, 
jewels, ornaments, etc , and act as agents to tlieu 
clients foi the purpose of buying gold and silver, 
collecting dividend wan ants and pensions, paying 
insuianco premia, etc etc, 

Clearing Houses — 

A bank has a laige numbei of customers who 
keep their accounts with it These customeis diaw 
cheques upon it whenever they want to withdraw 
money fiom it or make payments to otheis. They 
also, m the course of their business, receive a num- 
ber of cheques from otheis in payment of their 
dues Thus it often happens that different custo- 
mers of the same bank diaw cheques in favoui of 
one another, and as they all have their current 
recounts with the bank, and many of them do not 
want money at once, these cheques are not cashed 
but are credited to their accounts. The bank has 
only to make a change in book credits and book 
debits, and the use of money ib economised, for no 
money actually changes hands 

Suppose now that there are several banks, and 
some people have then accounts with one bank, 
and some with other banks They will draw cheques 
on then banks and receive cheques on other banks. 
How will the accounts be adjusted now, so that 
much money may not have to pass unnecessaiily fiom 
one bank to anothei ? It is done by all these 
banks having their accounts with a Bankeis’ Bank 
or a Clearing house, wheie the repiesentatives of 
diffeient banks meet eveiy day and adjust the 
mutual accounts betweeu them by mere changes in 



( 151 ) 


entries in the account of the different bants with 
the Bankers’ Bank or the Clearing-house. Thus even 
here the accounts are settled without money actually 
changing hands. 

This process of clearing is very simple. All 
cheques received by a bank from its customers are 
examined by the bank and a list of money to be 
received from other banks is made out. This list is 
sent to the Clearing House or the Bankers’ Bank, 
and the amount payable by each bank is noted by 
its representative there. After all the cheques are 
received and delivered, the balances are struck and 
each bank knows what it has to receive from and 
pay to each of the other banks. The differences 
are made up, and each bank is then accordingly de- 
bited or credited with the balance it has to pay or 
receive in its account with the Clearing Bank— i.e., 
the balances are not actually paid, only the amounts 
due to different banks are credited to their accounts 

9 

and their liabilities deducted from their accounts 
oveiy day. 



The clearing may be done either through a 
central bank, which acts as a Bankers’ Bank, or . 
by tbe representatives of all the banks meeting in a 
special office or Clearing House. In India the 
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woik of the Clearing House is carried on for appro 
ved banking institutions at about a dozen big 
towns in the country at the offices of the Imperial 
Bank, or of the Reserve Bank now, wheie it has a 
branch All tho member banks keep their balan 
ces there Thus, ll a clearing house is a central 
organisation of hanks where the mutual obligations 
of the constituent members (banhs) are cancelled , 
and the actual passirg of metallic money is i cry 
much reduced 

By this system of the clearing liouso, we see 
then, the use of metallic money is bo much roducod 
that of tho total payments made by cheques in India 
only about four or five poi cent has to be made by 
tranBfei of money balances between tho banks. 
Bur the fact remains that in India the use of 
cheques is confined onlj to big cities 111 o Bomba), < 
Calcutta, and Ahmedabad, and people have not 
wliat is known as th# banking habit In countues 
liko England and Americi, where banking habit 
is almost universal most of the payments are made 
by means of cheques , and probably not mole than 
one pei cent of tho total amoiint of cheques 
drawn on banks is settled in cash/ the riest being 
settled by more boo] entries Evidently this 
means a gieat economy in the uso of tnoney, and a 
groat saving of labour 

Balance c heet of a Bank — 

Banks are ordinal lly joint stock institutions, 
with huge capital subscribed by shareholders They 
jccen o large deposits ftom private and public bodies 
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and individuals; and the amount they invest either 
in Government securities or private loans is very 
large, indeed. 

These joint stock banks are required to publish 
half-yearly a statement of account, knowci as a 
‘‘balance-sheet”, for public information. A. typi- 
cal balance sheet has two columns liabilities and 
assets. The “Liabilities” side includes the amounts 
of money which the bank owes to its shareholders, 
depositors and others. The “Assets’’ side gives 
details of sums which other people owe to the bank 
and over, which the bank has a claim. A rough 
specimen of such an account is shown here : 

Liabilities Assets 

Paid-up Capital 5 Crores' Securities and invest- 
ments 25 Orores 

Reserve fund 5 ,, Loans and advan- 
ces given 15 „ 

Deposits with the Bills discounted (i.e., 

Bank 50 „ money advanced 

against bills) 5 

Bills issued and Dead-stock and 

loans taken 4|- ,, premises ( i.e., 

building, furniture, 

' stationery, etc.) 2 „ 

* Profit and Losst a/c Cash in hand and with 
J crore the Reserve Bank of 

India. 18 „ • 


65 crores 


1 65 crores 
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"Statement 
of 

Profit and Loss Account 

Dr 
lo 

Interest ( paid on 
deposits, otc ) 

Establishment clmi- 
ges (s daiios of 
clerks, etc ) 

Rent, Taxes, etc , 

Stamps and statio- 
nery 

Depieci ition 

Net profit \ ctorea 

2 ci 01 os 2 crores 

Different types of Banks m India — 

( Indian monoy Market* ) 

1 I 

Indigenous Modern 

__l T I 

i iii i r \ — i 

Village Shroffs Joint Foreign Imperial Reserve Govern Co-oper 
Mahajan or Stool Exchange Bank Banl ment tlve 

or Sarrafs Banks Bank* of of of Banks 

Sahukar or India India India 

Commercial 
Banks 

* Money market means the market where money and 
instruments of credit of everj description are dealt in It is a 
market where the demand for capital and credit establishes con 
tact with their supply It covers the operations of all the ban 
hers brokers, discount bouses and financiers, etc , who tran 
sact business in money and credit 


By 

] Interest (ic 

ceivod on ) ® 

! i o> 

| Joans, etc.) f o 

| Discount, | w 

^ 1^ croros Commission. J 
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i (a) Indigenous Banking. — 

. Before the establishment of modern banking in 
India, there were in this country numerous banking 
■firms and bankers who carried on their business 
, extensively. They used to receive money on depo- 
sits, gave loans attd issued drafts or Hundis. There 
were also numerous small bankers who took money 
on deposits, allowed interest on them and gave 
loans. This kind of business is done extensively 
.today in the villages and small towns, even in big 
ones all over India ; particularly in those parts where 
. modern banking is still unknown. They lend 
money to merchants and cultivators and thus 
finance internal trade. In some cases they also 
combine some kind of trade with banking. They 
are, indeed, the most remarkable features of India’s 
industrial activity. Their number is ’ very large — 
almost every village has its own money-lenders, — 
and they are the mainstay of the agriculturists. 

. Small traders and producers who, either because 
of their ignorance or financial inability, are unable 
to borrow' money from the Bank, always look up 
to these indigenous institutions for help. The 
-bankers also, taking advantage of the ignorance ox- 
inability of their customers, charge a very high 
rate of interest. 

The bigger ones of these are knoivn as Sarrafs 
or Shroffs and the smaller ones as Mahajans or 
SahuJcars. The former},, sometimes finance the 
latter, and also act as middlemen between business- 
men and banks— -a trader can obtain accomodation 
from them more easily than he can from banks, 
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and when a earraf has given away a great 
part of his own funds on Hundis, etc., he can 
obtain loans from banks on the security of these 
liundis. Through the Sarrafs, therefore, most of our 
banksTfinance industrialists and traders in this coun- 
try. The big Sai*rafs also do the work of* keeping 
valuables in safe custody, giving of loans to reliable 
persons and selling of Hundis. 

Apart from money-lending, the Mahajan or the 
Sahukar, also knoivn as the village money-lender , 
performs several other functions , e.g., he sells the 
daily necessary supplies such as cloth, grocery, etc,; 
to some extent, he buys the village produce for 
sale outside and sometimes acts as a commission 
agent for marketing his client's produce.- His 
working capital is partly his own and partly borro- 
wed from the city money-lenders. He lends on all 
sorts of securities — on the security of property, of 
cattle or standing ci ops, and on personal security. 
He finances his client in all his undertakings and 
lends money for every affair in life, for birth, for 
death, or for marriage in tho family. 

The investigations of the Agricultural Commi- 
ssion and the Banking Enquiry Committee have 
proved beyond doubt that the village Mahajan is. 
an indispensable factbr in the’ economic life of the 
village. Some people consider him a “Shylock” 
and a blood-sucker, lor lie charges a high rate ot 
interest. But he is not such an evil as he is gene- 
rally supposed to be. His importance lies in the 
fact that he lends money against almost any secu- 
rity, at any time or place. It is, therefore, unfor 
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tunate that his business has been declining for 
sometime past. His position should be strengthen' 
ed. He is, indeed, an indispensable link between 
the . Indian money market and the vast trading 
community. 

There are, however, differences in detail between 
the functions of these Mahajans and Sarrafs — that 
is, the indigenous bankers — and those of a modern 
bank : — 

( 1 ) While, banks receive large deposits, the 

indigenous banker raises a very small amount of 

» 

capital from deposits. 

(2) While banks deal in both internal and 
external bills of exchange, and render service to 
commerce and industry in so many other ways, the 
indigenous banker generally only lends money, and 
is simply a money-lender, not a banker. There are 
only a few Sarrafs in the commercial towns who 
also carry on business in Hundis. 

($) While banks grant loans only on proper 
security, and charge low rates of interest, indige- 
nous bankers lend on insufficient or almost no 
security, and, therefore, charge very high rates 
of interest. 

- ’ (a) While banks confine themselves to activities 

in the banking line, indigenous bankers carry on a 
variety of functions apart from the banking busi- 
ness — they combine banking with trade and com- 
merce, acting as grain-dealers, commission-agents, 
brokers, traders, and industrialists. 

The indigenous bankers can certainly be made 
more useful- by adopting up-to-date methods of 
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banking, like keeping proper accounts, use ,of 
cheques, publishing of balance-sheets, eto., etc , and 
by being combined into a soifc of a cooperative bank, 
which would discount the Hundie of members, and 
re-discount the same with the Reserve Bank, or by 
amalgamating their business with the joint stock 
banks. A bright future yet awaits them. 

(b) Joint Stock Banks. — • 

or 

Commercial Banks 

These are joint stock companies formed for the 
puiposo of carrying on banking business, They are 
almost all of them of recent oiigin, and their giwth 
has taken place during the last 30 yeais. They 
had made lapid progress before tho last European 
war but as they wero not run on sound lines, there 
weie many failures in 1913 14 — due to insufficient 
resolves, bad management, deelaiation of largo 
dividends to shaicholders, participation in non* 
banking and speculative aoti\itics, etc., — and again 
ml932. During the picsent woild war the num- 
bei of such banks has multiplied very much again, 
The most impoi tan t of these Banks aie the Central 
Bank ‘Ld the Allahabad Bank ‘Ed/, the Bank 
of India, ‘Ld,*, the Punjab National Bank 'Ld.', 
and tho Bank of Baioda ‘Ld.» 

The business of tho Joint Stock banks consists 
in receiving deposits ofaff kinds — current, fixed ami 
savings — and In advancing loans against commodi- 
ties, shares, Hundis, promissory notes and immova- 
ble property ill towns, and against grain, cotton, 
piece-goods, etc., in t the villages, They transfer 
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money from one place to another and thus 
help trade and commerce. [ A merchant at 
Agra goes to the branch of the Allahabad Bank 
there, and sells a hundi on Bombay. The Bank 
pays the amount of the hundi ( less discount, etc. ) 
to the merchant at Agra and sends the hundi to 
its Bombay Branchy which realises tlie amount of 
hundi from the merchant on whom it was drawn, 
and credits it to the account of the Agra Branch. 
Thus money is transferred from Agra to Bombay. 
By a reverse process it can be transferred again 
from Bombay to Agra.] They -also buy and sell 
shares on behalf of their clients, keep there valua- 
bles for safe custody, etc., etc. They are alse known 
as Commercial Banks, because they finance trade 
,and commerce in the country. 

(c) Foreign Exchange Banks. — 

These banks are branch agencies of banks having 
their head offices in London, or in some other 
foreign town. Their chief business is to buy and 
sell bills of exchange, and thus finance' the foreign 
trade of India, 1 which - the purely Indian banks 
are unable to do because they- have - ho branches 
outside India. [Supposes a* merchant in India 
sells cotton to a merchant in Liverpool. The Indian 
merchant draws on the Liverpool merchant in 
sterling at sight and hands the bill and the docu- 
ments to the branch of an Exchange Bank .in India, 
for collection. The latter forwards the bill to its 
branch” in London, and this branch of the bank 
presents it to the Liverpool buyer, gets the pay- 
ment of the bill, and then delivers the documents. 


neo > 


The cash leleosed is credited to the account of the 
Indian Blanch in London and thug the balance of 
the Indian Branch in London is mcieased By a 
reverse piocess, e g by the Indian branch selling 
bills and drafts to importeis in India instead of 
purchasing them from the exporteis in India, this 
money can be transfened to India And in this 
way foieign tiade flourishes. ] But now the 
exchange banks take an active part m financing 
trade and commeice inside the countiy also at places 
where their branches are situated. Thus m addi- 
tion to then chief business of exchange bills they 
carry on all oidmary banking business, including 
loans, deposits, puichase and sale of gold and silvei, 
drafts and Hundis, etc., etc., 

Theieaiea large numbei of Exchange Banks 
with then offices in India. All those important 
countucs which aie engaged in foieign tiade with 
India, have their banking establishments in Bombay 
01 Calcutta At present the number of such banks 
is 1 8 f the important ones being the Charteied Bank, 
the Yokohama Specie Bank, the Hongkong and 
Shanghai Bank, the National Bank of India, and 
the P &, O, Banking Corporation 
(d) The Imperial Sank of India — 

It was formed in 1921 and till 1935 it used to 
be a semi government bank. It served as the ban 
keis of the Government and side by side it also 
did all soitb of banking business foi the public with 
certain limitations and lestrictions It did not 
keep all the reseives of the Government and could 
not issue notes, but it did hold a large amount of 
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government balances and managed the Public Debt 
( i.e., the loans taken by the Government from the 
people ). With the formation of the Keserve Bank 
of India the position of the Imperial Bank has 
almost become the same as that of a joint stock 
bank with the right to be the sole-agent ot' the 
Reserve Bank in all places of British India where 
there is no branch of the Reserve Bank; but the 
Imperial Bank has rendered very useful service to 
the country. It has started 161 branches, many of 
them in places where banking facilities were praoti- 
eally unknown before. 

(e) The Reserve Bank of India*. — 

This came into existence in April 1935. It is 
a shareholders’ bank and the general superinten- 
dence and direction of affairs, and the business 
of the bank are entrusted to a central board consis- 

*Central Banks. — 

Almost every country has a central Bank. The central bank 
for India is the Keserve Bank of India. 

The main function of the central bank is to regulate the 
volume of credit and currency in the country in such a way that 
there may neither be an excess nor shortage of them, and steady 
prices of commodities may prevail in the country (rising prices 
and falling prices both are harmful to one or the other 
section of the population.) 

The Central Bank i regulates the volume of credit and 
currency in the country, pumping in more money when the 
market is dry of cash, and pumping out when there is a surfeit 
of credit; and in order that it may be able to do so, it generally 
has the monopoly of note-issue ( i.e. it is the only note-issuing 
bank in the country ), and acts sb a Bankers’ Bank ( i. e., all 
the other Banks in the country have to keep a portion of their 
reserves with the Central Bank ). Because it has the monopoly 
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ting of 16 members Of these the Governoi, 2 
.Deputy Govemois, 4 Directois and one Govern- 
ment official are appointed by the Governor-General 
and 8 Directors are appointed by the shareholders 
The capital is Rupees 5 crores It has at present 
o local head offices at Bombay, Calcutta, Madras, 
Rangoon and Delhi It his also a blanch in 
London 

The functions of the Bank aie laid down as follows - 
( % ) It will issue cunency notes which were so 
fai issued by the Government, will keep 
and maintain the Reseives, and manage 
the currency system. 

of note issue, it caD supply currency when required, and with- 
draw it from circulation when so needed, and because it is a 
Bankers' Bank it can control the credit an the country by the 
manipulation of the bank rate, and the purchase and Bale of 
bills and secur ties in the opeD market known as the open market 
operations Let us see how this is brought about 

(*) Man pulatton of the Sank Bata If the Central Bank 
finds that a reduction in the volume of currency Is necessary 
in order, to bring about a fall m prices it would raise its rate 
for discounting bills, i e the bank rate , and the other banks 
will also have to do the same This will discourage borrowing 
and thus reduce the volume of currency in circulation Bide 
by side with this the Central Bank will raise the rata of mte 
rest, and will thus increase its deposits In this caBO also the 
other banks, will have to follow its lead If, on the other hand, 
the Central Bank finds that the money market is tight, 
i e , if it feels the need for increasing the amount of 
currency in circulation and thus bring about a rise in prices, 
it would lower both the discount rate ( the bank rate ), and the 
rate of interest This would make borrowing eaBier so that 
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(**) U will sell and purchase bills on India or on 
, London with a view to maintain the ex- 
change value of the rupee at Is. 6d. 

(iii) It will serve as bankers for the Government 
of India, buy and sell gold ahd silver for 
them, carry out their exchange remittance, 
and the banking operations including the 
' management of the public debt ( i.e., loans 
taken by the Governmet). 

For fifteen years yet, howevey, the * 
Imperial Bank of India will continue to 
act as the sole agent of the Reserve Bank 
and will manage the Governments Treasury 
balances at its up-country branches. 

more money would come into circulation, and less deposits 
would be made in the Banks. 

(«) Open Market Oprations. By open market operations we 
mean the expansion or contraction of credit through the pur- 
chase or sale of securities in the open market. For example, if 
the Central Bank wants to increase the volume of credit, it will 
buy bills and securities in the op3n market -those who receive 
money by selling these bills or securities, deposit it in tbeir 
banks, and thus enable the banks to create more credit 
If, on the other hand, the Central Bank wants to decrease 
the volume of credit, it will sell such bills or securities 
in the open market — those who purchase such bills or securities 
will pay to the Central Bank by with-drawing money from their 
own banks., thus restricting the credit operations by these banks. 
[This method has an advantage over the method of controlling 
credit by manipulating the bank rate. The latter method makes 
money dear for industry and trade and causes great hardship to 
buBiness-men who want to borrow money for their commercial 
needs. This disadvantage is not present in the open market 
pperations]. 



(tv) It mil serve as the Bankeis’ Bank Ererj 
' lecogmsed bank will be icquired to keep 
balances with the Reserve Bank amounting 
to not less than 5% of its demand liabilities 
and 2% of its time liabilities This is done 
to enable the Resene Bank to centialiBe 
the Reserves of the country It will also 
accept money on deposit without intei eat 
and give loans and advances on certain 
teims to Governments and municipalities, 
etc It will not, howevoi, engage in trade, 
or advance money directly to the public, or 
allow inteiest on deposits Tlmt^is to saj, 
it will contiol and not compote with the 
commeicial banks 

( v ) It will i.tai t a special Agiicultmo) Depart 
meat whose mam function will be to study 
all questions of agricultural credit and help 
the Go\ eminent to solve them 
(in ) It will oi gamse the Indian money market 
and sti eng then the Indian banking system 
(tm) It will publish weekly the accounts of both 
the Issue and Bankmg departments, and 
will, from time to time, make public the 
standaid rate* at which it is prepaied to buy 
oi re discount bills of exchange, etc 
Bank Rate — 

The Bank Rate ib the advertised rate ot Discount of the Cen 
, tral Banlj of a country The Bank of England rate refers to 
the rate at which the Bank is prepared to advance loans on the 
basis of government securities or discount or re discount 
first class trade bills The Rsserys Bank rate refers to the rat? 
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With the formation' of the Reserve Bank, it 
was hoped that India’s money market would be free 
from its old defects. For example, on account of 
the wide extent of the country and the very little 
mobility of capital in the country, different rates 
of interest prevailed in different areas, and there 
was no co-ordination altogether, e.g., sometimes 
there was a great surplus of funds at one centre 
and great scarcity at another, interest was 
higher at one centre than at another, etc., etc. 
and the Reserve Bank was expected to bring about 
a co-ordination between the different centres. 

Then we had so far a dual control of currency 
and credit in the country. The currency had been 
controlled by the Government and credit by the 
Imperial Bank ; and this dual control had its 
defects It was hoped that the Reserve Bank, to 
which both the functions were now delegated and 
which was in a position to centralise the reserves 
of the country and economise their use, would man- 
age currency and credit both in a better way — i.e., 
it would not only be able to regulate the currency, 
it would also be able to make the currency balances 
available to the market and do away with seasonal 
monetary stringency, high money rates, and the 
very poor use of bills and bund is. . 

at which it will discount the trade bills of the different mem- 
bars banks. In an organised maney market, like that of London, 
the rate of interest in the country generally * follows the Bank 
rate. The -Bank Bate is known as the Discount Bate in Europe 
and Money Bate in America 
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Besides, it wae expected that it would afford 
much needed relief to trade and industry and more 
pai tioululy to agnculture The greatest hopes of 
the countiy lay m its being able to find out a sui- 
table way of linking the laige body of the indige 
nous bankeis the Marwans or Sahukais, with the 
organised banking system 

Ihese expectations have, howevei, been only 
paitly fulfilled Foi example, the bank has been 
successful in removing the gap between the lates of 
interest in the busy and the dull season and between 
diffeient periods and pi ices It has been able to 
keep the Bank Rate and the lupee — steihng rate 
of exchange steady It has also been able to control 
the cuuency of the country and, to some oxtent, 
the deposits with the banks in the countiy. And 
heie and tlieie it has been able to help the banks to 
escape failuie But it has not an effective contiol 
yet on banking and credit in the countiy Nor 
has it been able to do much to impiove the nuchi 
nery of agucultuial credit oi to bung the indige 
nous bankeis under its fold 
(f) The Government of India — 

The Government of India is also an impoitant 
constituent membei of the Indian money market 
The Government tiansacts banking business in 
seveial ways It attiacts deposits from the public 
in the Post Office Saungs Banks, issues Cash 
Cci tificates to the public, and helps the lemittauce 
of funds, by .taking deposits fiom the public in 
one tieasury, and by making payment fiom anothei 
Ueasuiy on the pi estimation of t]ie Chalan It 
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also takes loans from time to time, and issues 
treasury bills'", etc. etc. 

(g) I Co-operative Banks. — 

These banks are established under the Co-opera- 
tive Societies Act. They are meant to save the 
agriculturists from the clutches of the money- 
lender. They lend money at low rates of interest 
and have a great educative value. These are com- 
monly considered under three classes : 

Co-operative Credit Societies. 

known as Primary Societies : 

Co-operative Central Banks ; 

Co-operative Provincial Banks. 

The Primary Societies are associations of persons 
of small and limited means who oiganise for mutual 
help. They raise their funds ( J ) from among their 

n Treasury Bill. — 

Is is a device for taking loans from the people by the Govern- 
ment of India, When the Government wants to take loans for 
short periods, generally for three months, it sells treasury bills 
in the money market at n certain rate of interest. This loan is 
required to meet v tbe current expenditure of the Government, 
because the Government does not get the revenue from the peo- 
ple all at once, but periodically* When there is little balance 
in the treasury from out of the taxes received the Government 
is in a position ’ to clear the former debts contracted by means 
of the sale of Treasury Bills. 

This system was instituted in India in the year 1917 
for meeting Government’s disbursements during the war. It 
was retained after the war because of its convenience. This 
system affords a good opportunity to the people for securing 
short-period investment, but its main defect lies in the fact that 
it competes with the money market in selling short-period 
investments, and thus injures it very much. 
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members ( enhance fee of membeis, deposits by 
members and sbaie capital, if any), {£) from out 
side public ( deposits and loans fiom them), and 
(3) from the co opeiative cential banks to which they 
are affiliated but they lend money to then mem 
beisonly The management of these societies is 

f Co operative Movement m India — 

India is a oouctry of farmers They require money to pur- 
chase seed manure, ploughs, bullocks, etc , to pay for hired 
labour, for irrigation and for many other purposes But they 
are very poor Very few can meet all these expenses from their 
own capital They are consequently forced to borrow and fall 
into debt which they cannot easily repay (the rural debt of 
British India is estimated at ever 000 crores) They thus fall 
n to the clutches of the money lender who charges very high*' 
rates of interest They have to borrow for other reasons too 
Their earnings are realised at the harvest time while they have 
to spend throughout the year Besides their earnings are very 
uncertain The monsoon may fail, rains may come at the 
■v rong time, or a river may -iso and sweep away the haryest, 

J amlet and herd The Indian artisans also, whether in town 
or m country, are ordinarily poor, and almost always in need 
of money, while they borrow on the “Ugahi or ’‘Kist ’ system— 
here the rate of interest works out at 60 to 70 % per annum 
lor all these reasons, a system that provided cheap credit and 
did away with the money-lender was greatly needed in the 
country 

Simihai; conditions had prevailed in Germany in the 
middle of the 19th century, and the peasantry bad fallen 
heavily in debt to the money lenders The thing that saved their 
position, there war the co operative movement advocated by 
two German philanthropists— Baififeisen and Schulze Deihtsch 
The former came out with his plan to start co operative credit 
societies for the farmers in the rural areas, and the latter with 
his plan to start similar societies, on a little different line, for 
the purpose of helping petty Bbop keepers and artisans residing ni 
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entrusted to l wo bodies, namely, a general commit- 
tee consisting of all the members and a managing 
committee of 5 to 9 members chosen from 
among the members of the former body, 
r he liability of the members is unlimited unless 
permission has been obtained from the Government. 

fowns. Many co-operative credit societies were formed in the 
sountry, and the condition of the people considerably improved. 

To profit by this example of Germany, Sir Nicholson was 
ippointed by the Madras Government in 1882 to enquire into 
tnd report on the possibilities of such a movement in India. He 
summed up his report in two words “ Find Baiffeisen ”, i.e., open 
so-operative credit societies on the lines of the German societies 
ormed by Raiffeisen; and many societies were started in Madras, 
he U. P., the Punjab and Bengal. In 1901 again a committee 
,vas appointed by the Government of India for the same pur- 
pose and the result of this was the passing of the Co-operative 
Societies Act of 1901. Later on in 1912, another act was 
msBed, and this act was extended to other forms of co-opera- 
iion, having Lr their object not only the provision of credit, 
jut also of production, consumption and distribution. Then 
he Maclagan Committee on Co-operation in 1914, the Royal 
Commission on Agriculture in 1928, and the Whitley Labour 
Commission and the Banking Bnquiry Committee a few years 
,atar, all recommended a widespread extension of the movement, 
[n fact it is agreed on all hands today that the greatest hope of 
agricultural India lies in Go-operation, and the movement has 
nade some progress, too, in, the country; but there is an in- 
inite scope for its development, and much remains to be done 
still. 

What is a Co-operative Society, — 

It is an organisation of 10 or more persons residing in the 
same village, or belonging to the same [caste, formed with the 
object of enabling the members to get loans at a low rate, or 
some other object of helping the poor agriculturist or artisan. 
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foi exemption fiom tins mle. And tlie woikinjr 
of societies is subject to minute supeiviBion and 
audit by the Registiai of co operative societies 

The theory and ideal of Co-operation — 

The theory of co-operation is that persona can, by association 
with others, obtain many advantages, which could not bo 
obtained by them in their individual capacities For example 
a society can borrow money easily in a emgle transaction, as 
lenders will consider the credit of the society as a whole, in 
stead of the credit of each separate member , and then it can 
distribute it among its members- Similarly, a society can buy 
and sell on bettor terms than an individual can, and all the 
members of the society benefit by it It is also a training 
ground for the members in mutual help and co operation, seif- 
hclp and self-reliance, thrift and business-like habits The 
main principle of co operation, however, :b the principle of 
* each for all, and all for each* . The liability of a society is 
generally unlimited, that is, each member is individually 
liable to the extent o f his whole property to pay the creditors 
of the society In others wordB, each member is liable for the 
whole loss of the soc ety Naturally every member is interested 
in every other member acid is careful in selecting the members, 
In giving Joans to them, m demanding repayment of the Joans 
from them, etc, etc The solvency of the society is automati- 
cally guaranteed, at the same time that the members have a 
lesson in mutual self help and co-operatioD, 

Co operative Credit Societies — 

Of all forms of co operation, co-operative credit societies, 
that is, societies formed with the object o‘f providing credit or 
loans, are by far the moat important. 

According fo the present law in India, co operative credit 
societies may be of two kmda— limited liability societies and 
unlimited liability societies Generally speaking, those societies 
while are formed for the artisans in towns are limited liability 
societies, while those that are formed in the villages for tbe 
agricultural classes are ultimited liability societies Other 
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The co-operative central banks, in their turn, are 
federations of co-operative credit societies in 
specified areas and are usually located in an important 
town -of each district. They are formed by the 

points of difference between the two types of societies are that 
in the case of the latter type, the office bearers are honorary 
and no dividends are paid, almost all the profits being kept in 
the form of a permanent reserve fund, while in the case of the 
former type, there may be shares and dividends, etc. 

Advantages arising from them, — 

Economic s — 

(1) The rate of interest charged by co-operative credit socie- 
ties is very much lower than that charged by Sahukars. There 
has been a considerable reduction in the indebtedness of the 
farmer, as a result of the co-operative credit societies. 

(2) Thrift is encouraged. Hoarded money comeB out and is 
made available to the agriculturist. 

(3) Improvements in agriculture are made possible in a 
number of ways. 

Educational and Social : 

(1) Members learn the lessons of mutual self-help and co- 
operation. 

(2) They also learn to keep accounts, to sign pronotes and _ 
to read, and thus they gat a little business training, and the 
spirit of citizenship gradually develops. 

(3) Extravagance, such as expenses on marriage and other 
ceremonies, drunkenness, gambling, and litigation are dis* 
courged. 

Defects 

Defects are in the working not in co-operation. 

1. Members do not understand the basic principles of co- 
operation ; and the* co-operative spirit is absent, due to illi- 
teracy. 

2. They do not observe the principles of punctuality, and 
follow the policy of drift, 
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union of a numbei of pumary societies In addi 
tion to their own capital they collect money fiom 
the public in the foim of deposits, and from the 
provincial banks, for use by the societies They 
advance money to the societies within their juris 
diction. 

The co opoiativo provincial hanks aio likewise 
fedeiations of cential banks of a piovince Thej 
obtain money mainly fiom deposits from tho public 
and fiom the Impenal Bank — now from the Reseivo 
Bank of India, also fiom tho Provincial Govorn 
ment They have also a large capital They 
finance the co operativo cential banks in tho towns 
and act as balancmj centies to them 
Beserro Bank of India 

I 

Cooperative Provincial Banks 
Cooperative Central Banks 
Primary Societies 

Agucultuial Non agncultuial 

Societies societies 

Cicdit Non-credit Credit Noncicdit 

Societies Societies Societies Societies 

4 It is difficnt to find an honorary manager and suitable 
staff, and regular audit and supervision ara lacking 

3 Clever members of the society, and the Surpnneh or the 
Secretary, very often misappropriate funds, and exercise 
favouritism in the distribution of loans 
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(h) Land Mortgage Banks.* — 

The co-operative societies give loans for short 
periods only, while the agriculturists require 
money for long periods also. This problem of long 
term credit is attempted to be solved through 
Land Mortgage Banks, which in India are organi- 
sed on the co-operative principle — they accept land 
as security for loans, and the loans that they 
advance to the cultivators are to be repaid by ins- 
talments running over long periods, say 15 or more 
years. These banks require, more efficient manage- 

5. Thera is excessive officialism or red-tapism, and much 
time and labour is wasted in getting loans, etc. 

Foundation Principles (Experiences), — 

1. A society should be registered only when the registrar 
is convinced that the members understand the meaning of co- 
operation. 

2. Membership should not be large, i.e., the size of the 
societies should be small. If the number of members in a 
society becomes very large, its efficient management comes 
down. On the other hand, if the number is very small, the 
management becomes prohibitively heavy. As far as possible, 
the society should be local so that members may know the 
pecuniary circumstances of one another. 

3. Proper security and vigilance should be exercised 
before advancing loans, and punctuality in repayment of loans 
should be insisted upon. 

4. The members should not be encouraged to spend too 
much on social and religious expenses, but loans should be 
permitted for clearing their old loans and for marriages and 
other ceremonies. 

5. The management ’should be democratic. Each 
member should heve one vote. 

6. Funds should be kept in a realisable form. 
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meat, Government help, etc, etc, *11141 cannot 
bo successful without these A few such banks 
have been statted in India in the Punjab, Madras, 
Bombay, and Assam, but they aio nob sufficiently 
large in number 01 in stao to meet fully tho lequne 
monts of the Indian agriculturists. 

It ts believed that sepatafce cotnmeicial Land 
Mortgage Banks, inn moie 01 less on tho joint 
stock system, me bottoi suited foi long teirn loans, 
and it is for the Government to help the develop 
ment of such banks iot the benefit of the agri- 
cultuusts and land loids both. 

Hie object of such Land Moitgige Batiks 
Would be to giant lovns for tho liquidation of 
old debts to mtioducc improvements in laud and in 

7 Separate land mortage banks should ho started lor 
long period loans 

8 Consolidation of tho movemoni is more important 
than its expansion 

Other forms of Co operation — 

Besides providing cheap credit, co operative societies can 
help Agriculture in many other waje and uehave the following 
other forme of co operation in India — 

(a) Co opeiatne Sale and Purchases Societies, which 
enable the members to do away with the middleman and to 
secure for themselves the profits of marketing which at present 
go to the money-lender, through whom hll purchases of raw 
materials and sales of produeo are effected Co operative market 
ing is very important for an agricultural country like India 

(b) Consolidation of Holdings Societies, which enable 
the members to increase the siae of their holdings by mutual 
agreement, and exchange of plots Such societies have been 
formed m the Punjab and have proved very successful, of 
course with the help of the Government, 
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methods of cultivation, and also to enable the 
purchase of land in 'special oases The loans shall 
be for periods ranging from 5 to 20 years, and their 
repayment shall be by a system of equated payments. 
The working capital of the banks shall be derived 
from two sources — share capital and debentures; 
while short term deposits shall not be sought after. 
But unless the Government takes the initiative, 
and begins to purchase debentures, or guarantee 
interest on them, or take some other similar steps, 
there can be no hops of having successful banks of 
this type, though their importance is so great in 
an agricultural country like India. Wo have no 
such banks in the country so far. 

(c) Cooperative grain banks, which enable the members 
to hold out their produce during harvest time when prices are 
low and to sell it when the prices go up, and which act as a 
store of grain which is lent out to the members for seed-grain 
and for purposes of maintenance during the periods of 
scarcity. They are similar in operation to the credit society, 
the only difference being that while the 'credit societies lend 
money, these lend grain! Members can also keep their stocks 
there to be sold by the bank, and, in the meantime, draw money 
from the bank to make their payments for consumption, for 
debts to money-lenders, or for land revenue to the Government, 
&c. They have been tried in Bengal mostly, and have been 
found very useful, ^ 

(d) Co-operative Cattle-breeding Societies, which help the 
farmer to have better breed of cattle, and Co-operative Cattle 
Insurance Societies which insure him against the risks of the 
death of his cattle. 

(e) Co-operative Producers’ Societies for cottage werkers, 
which have been started among weavers and have led to the 
introduction of improved looms and methods of work; and 
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(i) Industrial Banks — 

Iudustues lequne both long teim and short- 
teim loans They want long teim loans to meet 
initial expendituie like the consti notion of factory, 
purchase of machinezy, ote They want short 
teim loans, f 01 meeting cuirent expenses of the 
m dustily, as pui chase of law matenals, payment of 
wages, etc Industual Banks aie specially meant 
foi the foimer put pose, it, for the supply of long* 
teim loans. 

Theio was one such laige bank, the Tata 
Industual Bank, m this country; but unfoitunately 
it also did not flouush and ? after a fow yeais 
of existence, was merged into the Cential Bank 
of Indn in 1922 Yot tlie necessity of having 
many such banks in this country is really gieat 

among TyerB, basket mal ere (in C P. aDd Bengal;, carpenters, 
wood-ca vers, black smiths, potters and others 

Note: Productive co-operation has not be«n tried iq 
India on a large scale, but somg people very strongly advocate 
co operative fanning, which bfts succeeded so well in Bu»sia 

(f) Co operative Dairy-farrmng, and Milk-supplj Societies, 
as in Bengal There are depots and depot managers wbosB 
duty ib to receive the milk after noting the general condition 
with the help of a lactometer, and the Government also 
keeps its offices to ensure the punt} of tbe milk supplied to 
customers. 

(g) Cooperative Housing Societies,* e g , in Bombay, 
Madras, Mysore, Karachi and Ahmed abad, even in Altgarb 

(h) Better Living Societies, o g , in the Punjab At first, 
their aim was the reduction of ruinous expenditure on marri- 
ages, but many such societies have induced the villagers to 
improve ventilation in their houses, Borne have repaired and 
roofed the village drinking wells, etc etc 
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In Get many as well as in Japan they have done a 
great deal to promote industry, and the Government 
lias rendered a great service to the country by help- 
ing such banks. 

These industrial banks get their funds from 
fixed deposits from the people, by raising deben- 
ture loans, by getting advances from insurance 
companies which can easily afford to make long 
duration loans, and their generally very large paid- 
up share capital. In order that they may run * 
successfully, they should not invest too large a 
part of their funds for the benefit of any single 
industry, nor be too eager to float new ventures 
They should aiso|have a considerable control over 
the management of business -which they finance, 
through their representation as nominated directors. 
They should be unwilling to provide initial capital 

(i) Death-benefit societies (when a member dies other 
members pay a rupee each, and 90% of this sum is paid to the 
family of the deceased) ; education societies ; anti-malarial 
societies ; rural reconstruction societies, etc., etc. 

Progress of the co-operative movement in India. — 

There are about a lakh and a half of societies of different 
kinds in India with a working capital of over a hundred 
crores, and a membership of about 60 lakhs, still this is nothing 
considering the great needs of the country. The movement has 
yet only tduched the fringe of the problem in India. 

In Denmark which is primarily an agricultural country 
every man who keeps a dairy, every person who keeps a 
poultry-farm, every producer of crop§, vegetables and fruits, is 
a member of a co-operative ^society. There is, no reason why 
this should not be possible in India. Truly has it been said. 
"If co-operation fails, there fails the beit hope of rural India' . 
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(i) Industrial Banks — 

Industries lequue both long teim and short- v 
toim loans. They want long teim loans to meet 
initial expendituie like the construction of factory, 
purchase of machineiyj otc They want shoit- 
teim loans, foi meeting cunent expenses of the 
mdustiy, as pmohase of law materials, payment of 
wages, etc Indus tual Banks aie specially meant 

foi the former pui pose, i e , for the supply of loner- 
term loans. 

Theie was one such laige bank, the Tata 
Industrial Bank, in this countryj but unfoitunately 
it also did not flounsh and, after a few yeais 
of ex stence, was merged into the Cential Bank 
of India in 1922 Yet the necessity of having 
many such banks in this country is really gieat 

among lyers, basket makers (in 0 P. and Bengal,), carpenters, 
wood-ca vars, black smiths, potters and others 

Note . Productive co operation has not been tried tn 
India on a rarge scale, but some people very strongly advocate 
co operative farming, which has succeeded so well in fiussia 

(f) Co operative Dairy-farming, and Milk-supplj Societies, 
as m Bengal Thera are depots and depot managers whose 
duty is to receive the milk after noting the general condition 
with the help of a lactometer, and the Government algo 
keeps its offices to ensure the purity of the milk supplied to 
customers 

(g) Co operative Housing Societies *e g , in Bombay, 
Madras, Mysore Karachi, and Ahmedabad even m Aligarh 

(h) Better Living Societies, e g , in the Punjab At first, 
their aim was the reduction of ruinous expenditure on marri- 
ages, but many such societies have induced the vlftagers to 
improve ventilation in their houses, some have repaired and 
roofed the village drinking wells, etc , etc 
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Iu Geimany as well as iu Japan they have done a 
great deal to promote industry, and the Government 
has rendered a great service to the country by help- 
ing such banks. 

These industrial banks get their funds from 
fixed deposits from the people, by raising deben- 
ture loans, by getting advances from insurance 
companies which can easily afford to make long 
duration loans, and their generally very large paid- 
up share capital. In order that they may run * 
successfully, they should not invest too large a 
part of their funds for the benefit of any single 
industiy, nor be too eager to float new ventures 
They should also\have a considerable control over 
the management of business -which they finance, 
through their representation as nominated directors. 
They should be unwilling to provide initial capital 

(i) Death-benefit societies (when a mewiber dies other 
members pay a rupee each, and 90 % of this sum is paid to the 
family of the deceased) ; education societies ; anti-malarial 
societies ; rural reconstruction societies, etc., etc. 

Progress of the co-operative movement in India. — 

There are about a lakh and a half of societies of different 
kinds in India with a working capital of over a hundred 
crores, and a membership of about 60 lakhs, still this is nothing 
considering the great needs of the country. The movement has 
yet only touched the fringe of the problem in India. 

In Denmark which is primarily an agricultural country 
every man who keeps a dairy, every person who keeps a 
poultry-farm, every producer of crops, vegetables and fruits, is 
a member of a co-operative ^society. There is, no reason why 
this should not be possible in India. Truly has it been said. 
“If co-operation fails, there fails the beii hope of rural India’ . 
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They should lesfcitct themselves to supplying woik 
ing capital. 

Thus it may be summed up that the Indian 
banking system consists of the Reserve Bank of 
India at the top and the Indigenous Bankeis a fc 
the bottom with the Impel ial, theTSxchange, and 

Rural Indebtedness in India. 

The amount of agricultural debt (i o , the debt owed by 
farmers to land lords and money lenders ) according to the 
Banking Enquiry Committee is ovtr Ka 900 crores The 
hugeness of tins Bum is very distressing What is even more 
distressing is that the greater part of the debt is unproductive 
and carries very high rates of interest The reasons for the 
growth of this debt are — 

( i ) The insecurity of harvest, vagaries of rainfall, and 
loss of cattfe duo to famine and disease, etc , arc usual in 
agriculture These tell upon the meagre resources of the 
agriculturist, and very often sweep away his entire income 
with the result that be is forced into the arms of tbs ujoboj* 
lander 

(n) Excessive pressure of population on land, and 
subdivision and fragmentation of holdings do not permit the 
agricultur st to earn sd income that may bo sufficient to meet 
his expenses, and his expenditure is met in the only way id 
which it is possible. Darnel), by borrowing 

(ill) Love of litigation, thriftlessness and extravagant 
expenditure on religious and social ceremonies, aho compel him 
to live beyond hia means, and bo is forced to borrow 

(iv) Ancestral debt* 'Farmers are born in debt* Uve in 
debt, and die m debt, passing on the burden to those who follow ' 
And the weight of this previous ancestral debt is so heavy that 
a large part of the current income is spent away in meeting the 
interest charges, and frequently farther debt has to be incurred 
The burden of the debt is parfciculary hoavy on account of the 
high rates of interest charged by the money lender, due to the S. 
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tho Joint-Stock and Co operative Banks in the 
middle • but, on the whole, the development of 
banking in India has not been satisfactory 
compared to population* England, America and 
Canada possess a larger number of banks than 
India. * Deposits per head are the lowest in India 
The villages practically possess no banking insti- 
tutions where the people may keep, their savings in 
safe custody. Only a few towns can boost of a joint- 
stock bank or its branch, and the use of cheques 
is restricted to large commercial centimes. There are 
no industrial banks and few land mortgage banks 

poverty and helplessness of the borrowers and the absence of 
proper security. 

(v) Land Bevenue policy — The heaviness of land revenue 
and the rigidity of its collection have also operated to increase 
tho burden of indebtedness. The land revenue system requires 
to be made more elastic gfa that adequate and prompt suspension 
or remission of land revenue could be granted in times 
of rural distress. 

(vi) Methods of cultivation followed by farmers are very 
primitive and unprogressive, 

(vii) There are no marketing facilities. The farmer has 
to depend upon the landlord or the Sahukar etc. etc. 

The measures that can be taken for reducing indebtedness 
are: — 

( i ) lowering of rates of interest by legislation; 

(li) Further improvement in tenancy laws with a view to 
help the farmer; * 

* (iii) formation of co-operative societies of all kinds on a 
very extensive scale; 

(iv) formation of separate Land Mortgage Banks for 
long-term loans to cultivators and small land-holders; 

and (v) education, higher standard of living, improved 
methods of cultivation, etc,, etc, 
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etc , etc. The diagram below will give a eompaia 
tive idea of the position of banking in dtffeient 
countries — 



Ail effoits should fchcrefoie bo made foi promot- 
ing banking development in the countiy — 

(a) The indigenous bankers should be made 
moie useful by the adoption of up to date methods of 
banking, like the use of cheques, eto , and by bbmg 
combined into a soit of co operative) bank which 
would discount the bundles of members, and ic- 
discount the same with the Resei ve Bank The} 
may iNo be amalgamated with the joint stock 
banks veiy piofitably 

(h) The woik of joint stock banks must*be plic 
ed on souud lines by insisting on sufficient leservcs 
and propei accounting and audit, and by checking 
them hom puticipation in non-banking and specu- 
lative activities, from dtehu tfcioa of Inigo dividends 
to shaie-holdeis, etc , etc 

(c) Co opciative ciedit societies should be multi- 
Atom 1 arOT&gKgvf-tmf tadtotitts} AifuAtf sk&xkt 
be started, moie and niOLe banks should be encour- 
aged, the use of cheques should be popularised, etc 
etc. What is needed most is the spiead of educa 
tion and the banking habit among the people. 



QUESTIONS. 

1. What are the proper functions of an ordinary modern 
bank ? What is the difference between a modern bank and 
an indigenous money-lender ? 

2. What are the principal credit supplying agencies in your 
area that provide finance to the agriculturists, artisans, 
industrialists and traders ? What improvements do you 
suggest in their working ? 

3. Give a brief .account of the Reserve Bank of India. 
Analyze its functions. 

4. What is a Commercial Bank ? What are its main functions ? 
Name four important commercial banks working in India. 

5. Explain the chief functions of an Exchange tBank. How 
does it differ from the commercial bank ? 

6. How can co-operative credit societies benefit Indian 
cultivators and artisans ? Why has this movement not 
made much progress in the United Provinces ? 

7. What are the causes of rural indebtedness in India ? How 
far have the co-operative credit societies succeeded in 
solving this problem *? 

8. What services are performed by a banker ? Is the village 
Mahajan a banker in the true sense of the term ? 

9. • What is a cheque ? How does the cheque system benefit' 
both the depositor and the bank ? 

10. An indigenous banker has been described by some as a 
“Shylcck 1 * and a ^blood-sucker’ 1 , and by others as the 
friend of the people. With which of the two views do you 
agree ? Give reasons for your answer. 

11. “Though generally hated, the village money-lender i 
essentially as good a banker as any other and the progresss 
of India depends on recognising his importance and 
developing his work on mordern lines/’ 

Do you agree ? Give reasons for your answer* 

12, Write short notes on: — 

(a) A co-operative credit society. 

(b) Land Mortgage Banks. 

(c) Sakukari and Sarrafi systems. 



DISTRIBUTION, 



CHAPTER 11 

THE PROBLEM OF DISTRIBUTION 
What is Distribution ? 

Distribution means the sharing of the income 
among the factors of production , namely , land, labour , 
capital and organisation which have jointly produced, 
that income. 

The problem of distribution does not arise as 
long as the work of production is confined among 
different members of the same family. Each mem- 
ber of a family woi’ks according to his opacity and 
consumes according to his needs, and whatever is 
produced by the family is kept by the family for its 
own use. Thus there is no problem of distribution 
in the self-supporting stage. 

The problem of distribution arises when produc- 
tion proceeds beyond the limits of a family. For 
instance, now a-days most of the artisans take loans 
from money-lenders for purchasing too]s and materi- 
als, and work in rented, shops ; and have to give 
interest on their loans and rent for their shops, 
Similai’ly, in mills and workshops, all the factois of 
production, namely, land, labour, capital, and orga- 
nisation, co-operate together, and every commodity 
that is produced is the joint produce of the services 
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of all these This system of joint woils -uid group 
production, accompanied With division of laboui 
and specialisation, has made it neceseaiy to distri- 
bute the joint product among the vanous factors 
that helped to pioduce it, and has made the piob 
Jem of dfstnhntfon a very important p/obJem in 
modern economic life 

Land Labom Capital Entei prise 

I I I I 

I I 

cooperate in yielding the 


National Di\idend 


which ib distnbuted in the foimof 

((11 

Rent Wages Interest Piofits 

[W o see heie that out of the national dividend 
lent is paid to the owners of land, wages aie paid to 
laboutcis interest to owners of capital and pi oh ts 
to entcrpusers ] 

What is there to distribute J 

As much of wealth as the factors of pi od notion 
have jointly helped to pioduce 

“The amount to he distributed among the factors , 
or agents of production during any gnen period , 
tvhich may for comemence be regarded as one year, 
is the aggregate value m terms of money of all ser 
vices rendered by the agents of production during 
that period ” thomas 
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But it is rather difficult to estimate accurately 
the amount of wealth produced in any period of 
time. The simplest plan to adopt will be to mea- 
sure the amount of wealth a nation possessed at the 
beginning of any period, preferably a year, and 
deduct it from the amount it comes to possess at the 
end of that period — the balance will represent the 
national income or the National Dividend. [Thus 
if the total wealth amounted to 2000 crores on the 
1st. Jan. L944 and 2500 crores on the 31st. Dec. 
1944, the national dividend for 1944 may be put 
down at 500 crores. ] 

Another way of finding out the National 
Dividend is to find out the total gross product of 
the nation and then find out the national dividend 
by making allowance for the renewal or replacement 
of that part of the capital which is used up in the 
process of production. For example, a cultivator 
with a certain amount of labour and capital har- 
vests a crop of Rs. 2000 a year. Before this sum is 
available for distribution, he must deduct the price 
of seed-grain he has used and the wear and tear of 
the implements he has used. Suppose these work 
out at Rs. 400, Then Rs. 1600 will be left for 
distribution. This will be his net product. And if 
we find out the total net product of all the indivi- 
duals or of all the industries in a country within a 
fixed period of time, preferably a year, this is what 
will be available for distribution, and this is what 
is known as the National Dividend or the National 
Income, 
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[Note — This National Dividend is the eolo Bonrce of 
payment to <tll the agents of production It is not a fixed 
flow or stieam, the flow depending upon the productivity of the 
factors of production If trade is good and production in 
full swing the share of each factor in distribution is likely to be 
increased while if there is depression in trade, converse results 
are likely to follow. Let us try to understand this by means 
of an example Suppose that a reservoir supplies a town with 
water Before water can coma out of the tap it has to be 
pumped into the reservoir Any change in the reservoir causes 
a corresponding change in the water that each hou fl e can get 
It a large quantity of water is pumped Into the reseivoir, the 
people of the town too, have a largo supply of water while if 
the pumping machinery fails or the supply of water is diminish 
ed due to the dry season, the people of the 4 mvn have to pot up 
with a short supply of water Similarly, it all the goods pro 
duced within a country were first of all put into some great 
reservoir situated in the centre of a country, it would b9 clear 
to every one that the well being of the people will depend upon 
the level of goodB m the national reservoir — the greater the 
productivity of the factors, the greater the national dividend, 
the larger the rbare in distribution , and the smaller the 
productivity of the factors, the smaller the share in distribution 
V/hat are the shares and who are Ihe sharers ? 

The shaiers are the land owners, the labourers, 
the capitalists, and enterprise! s, and then shares 
respective! j t are rent, wages, interest and profits 
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The contribution of each productive unit is 
being .added to a vast reservoir of wealth, out of 
which is continually drained the surplus by four 
great streams which, in total, represent the na- 
tional dividend, and, individually, form the incomes 
accruing to the lour great classes in society — land- 
. owners, labourers, capitalists and entrepreneurs, 
in the form of rent, wages, interest and profits. 

How are the shares determined ? 

( Theory of Distribution ) 

The share which goes to "each factor of pro- 
duction is the price paid for its services in pto 
duction — thus the share which goes to labour is 
the price paid for the services of labour And 
since services like commodities have a mai-ket 
price, their price is determined by the inter-actio a 
of the forces of demand and supply. The price 
of a factor depends on the amount offered in 
relation’ to the amount demanded, e.g , wages are 
are high when labourers are scarce, and wages are 
low when labourers are plentiful; wages are high 
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when the demand foi labouieis is huge, wages aie 
low ivhen the demand foi labouieis is small, m- 
teiest is high when capital is seaice, intei est is low 
when capital is plentiful, inteiest is high when 
the demand foi capital is large, interest is low 
when the demand ioi capital is small, so on and 
so foith. 

This process of balancmq demand and supply 
takes place through the enterpriser . [It does not 
matter whethei the enterpriser is a single person 
or a body ot peisons as lepiesented m joint-stock 
companies — lie is the person who leceives the in- 
come from the sale of the pioduct and pays the 
lent, interest, wages and sal an es legnlaily. ] He 
deducts from the entire pioduce, i e , the gioss 
pioduct, the expenses on i»vw materials ‘repairs, 
and depreciation of tools, i e , leplacemeot fund, 
and taxes, and distubutes the balance, le, the 
net pioduct among the factois of pioduction, 
aceouhng to then maiginal pioductivity and then 
matgm il supply puce 

The entetpuser endeavouis to employ each 
factoi of production m such latios as will give the 
gi eatest pioduct possible, eg, when he 'employs 
labouieis, he decides how many he will employ by™ 
considering how much each will pioducc for him, 
and how much he has to pay to each man. He 
will compaie the pioduce with the payment and 
i will not hire laboui beyond the point wheio the 
I estimated pioductivity of the woiker is at least 
s just equal to the puce paid foi his services. Sup- 

V 
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pose he has been so far employing 19 labourers 
and adds one more to this numbei'. This new 
labourer, 20bh in the list, is supplied with all other 
factors needed and produces goods whose market 
value is JRs. 30. In or der to find out what portion of j 
this wealth is the result of tlre~'-~man' 7 s'labour, from; 
Rs. 30 should be deducted the cost of raw material,! 
rent, interest, depreciation, expenses of organisation, 
taxes, insurance, etc. If the total e xpenses on all 
these items come to Rs. 10, then Rs. 30 minus Rs.10, 
i.e., Rs. 20, is the net value of wealth created by the 
labour of this 20th worker, and determines the 
maximum of wages that the enterpriser can pay 
to the labourer. Similar is the case with rent, 
interest, and profits. And we can safely say that 
it is the estimated marginal productivity of any 
factor of production that determines -the demand 
fop I£~this marginal pioduetivity of a factor being 
measured by the additional produce t which accrues 
to an enterpriser when he employs an additional 
unit ol that factoi. 


However: it is not demand alone that fixes the 
share that i.-> to go to the factors of production. 
Supply also has an effect. Suppose the enterpriser 
considers it just worth liisAvhile to employ labourers 
at Rs. 2 a day each, bacause he estimates that 
each man can do at least Rs. 2 worth of work for 
him in a day; but finds that though he might 
be willing to pay Rs. 2 to a labourer there are so 
many candidates for employment that equally 
good workers are prepared to accept 8 as. a day 
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each Why should then the enteipusez pay him 
more ? On the other hand, supppse their supply 
puce is large, their standaid of living is high, then 
numbei is small and they can get more than this 
oiganiser gives, why will they accept seivice and 
obtain low wages ? 

The conclusion is that, on the demand side, the 
share is limited by maiginal pi oductivity— wages 
cannot rise above this point , and on the supply 
side also it is limited by the standard ot living 
of the labourei sand the expenses of training they 
have to meet in oidei to be able to do then wot K — 
wages cannot fall below this point lhus there 
is a maximum btyond ivhich the organiser will not 
pay and there is a minimum below which the factor 
will not accept , and the price of a factor of produc 
tion at any tim° may he said to he determine i by 
the marginal productivity of th factu on onu side 
and the supply price oj the fact/r on tlu other, and 
neither the oigamsei alone noi the tuotoi by itself 
can fix the shaie In tact, competition is always 
going on between the organisers and the factois 
of pioduction, and the puce of a fictoi of pioduc 
tion is fixed by this double sided competition And, 
igdin, the enteipusei has always lua eye on the 
pioductiveness of vanous factois of pioduction in 
relation to then expensiveness to him He com 
paies the pioductivity of each succeeding unit of 
any factor ol production with its expensiveness, 
md at the point wheio its expend vs ness tends to 
exceed its pioduetiveness, ho stops aiy iurthur 
employment ol it, and boms to substitute 
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in its place a less expensive and more productive 
unit of another factor (the law of substitution). 
If, for example, a. particular machine does not add 
at least as much to the product of industry as it 
costs him in interest, etc., he will not like to keep 
it in use, and will either have a different machi- 
nery or will employ two extra labourers. Similarly, 
if the marginal productivity of a particular class 
of labour i3 greater than that of a particular type 
of machinery, he will increase the quantity of the 
former and reduce that of the latter. 

[ The problems of distribution are but special 
cases of the problems of exchange. In exchange 
we consider the value of commodities fin distribu- 
tion vv’e _ cdnsider tlie"' value of services. In exchange 
the buyer has a' "maxi mum beyond which" he will 
not pay_,for_a-comniodity and this maximum depends 
upon the marginal utility of the commodity to him;— 
in-distribution, likewise,' the "" enterpriser has a 
maximum beyond which he will" not pay a factor of 
production, and this “maximum 'depends upon the 

marginal product i v ity o f '"the fact of""T6 Tu m . In 

exchangeTlhe-selle'f‘lias'''a'’minTmum''"belo\v which he 
will not accept, the minimum depending upon the 
cost of production of the commodity to him; in dis- 
tribution, similarly, the factor of production has a 
supply price below which it will not accept, this 
supply price depending upon the standard of living, 

* etc., in the case of labourers, upon the abstinence 
involved in saving in the case of capitalists, etc. 
etc. Again, demand and supply act and react on ' 
each other in the case of distribution as much as they 
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do in tho ease of exchange 01 tho fcheoiy of value. 

The only difFeienee between exchange and 
distribution is that in the formei we consider 
commodities while in tho latter we considoi services 
and that while in exchange the supply ol commodi* 
ties can incioase 01 decrease at once, in diBtubution 
the supply of land can hardly be increased and tho 
supply of lahout, can be increased oi decreased only 
slowly. Another difFeience lies in the fact that 
the maigind productivity oi a factoi of production 
cannot be measured as easily as tho cost of produm 
tion of a commodity. Every product is moie oi 
less a joint pioduct, and we cannot conectij 
determine the niuginil pioduetivity of each of the 
factors sepuatoly — eg, we cannot find out how 
much of fchf joint product is due to the sei vices of 
land, how much to tho services of laboui, and 
how much to the sei vices of capital etc, etc. “Land, 
laboui, capit \[ and oigamsation, unlike motor ciis 
and loaves of hiead, have no easily deteirmnable 
expenses of pi eduction, and consequently the piocess 
ot adjusting supplj to demand is too compile tied a 
piocess, indeed coireot "J 

QUESTIONS 

1. What do you Btudy under Distribution ? What ib it 
that is divided and how does the distribution take place ? 

2. What is tho problem oi distribution m modern times ? 

S. The distribution of wealth has become a practical 
problem because of specialisation of industry ’* Comment 

i. * The problems of distribution ate only special cases of 
the problem of exchange ’ Explain and discuss the statement 



CHAPTER 12 ’ 

RENT 

The Meaning of Rent.—' 

tenants’* ^ 6ver I da y lnD g”“« e ”«■» the 

fm ft pe " 0dl0al P a J’ m «‘ to the owner or landlord 

the 6 U .T ,°^! and or house or gardens. Thussometimes 
WOI indicates .the price paid for the use of land 
a °ne , at other times it includes the amount paid 

1 16 US0 ° f land * a free gift of nature, plus 

payment of Merest for the capital invested in the 
ding which stands on the land ; and at other 
imes still it means a payment for the services of 
Pi al and labour rather than of land. So the word 
is used m a very vague sense. 

In Economics, however, the term W means 
payment Jon ll, c me of land Mer 

o ct cate which their owner has not been pul .to any 
st It is the income arising from the productive 
mployincut of such things as land or mines or' 
water-power. [The rent of a house is not the true 
economic rent. It is a mined rent or gross rent 
including ground rent plus interest plus other 
oharges. Suppose a person agrees to pay rent at 
ie iate of Rs 100/ a month; and suppose that 
out of this Rs 60/ represents the remuneration 
to.be paid to the landlord for his investment in 
the construction of the building, i. e„ the interest 
on the capital invested in the building, etc., then 
Its 40 is the income that arises from the use of 
the natural resources as such ; and it is this that 
is to be regarded as economic rent. Similarly, in 
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aguoultuial land, sometimes impiovements of a 
permament nature are made, and the lent of such 
a land cannot be called giound rent, unless the 
payment which is made in consideration of the 
permanent inprovement is deducted theiefiomj 
And, in Economics, it is not necessary that ivhat 
we understand hy rent should he paid by the tenant 
to the landlord or by one person to another Kent 
in the economic sense has been defined as a surplus^, 
acciuing to a specfic factor the supply~dr^which 
is fixed, namely, land It is simply the surplus 
over and above the pioduce on the marginal land 
that is undei cultivation at a certain time. Natu- 
rally, the owner of the land may get it by working 
on it himself Suppose, foi example, there aie two 
equal pieces of land, one owned by A and the other 
by B A’s land just pays the cost of his laboui and 
capital, but no moie. That is to say, it is the mar- 
ginal land B's land is moie fertile than A*s, and 
its pioduce is gieater The suiplus is not due to 
B’seffoitsbut purely due to ceitam natuial and 
diffeiential advantages of B’s land ovei A’s Such 
bui plus is called rent 01 rathei economic rent and 
may be enjoyed by B all light [ When jr e use t he 
teim ‘lent’ simply we mean this economic rent.] 

" Let us tiy toTorm an idea of it by means of a 
numerical example. Suppose theie aie four qualities 
of land, and, with an equal amount of land, laboui, 
capital, and orgamsaton, the output fiom them is 
50 mds , 40 mds , 30 mds , and 20 mds respectnely 
Then the last one is the land on the maigin of 
cultivation, pioducing only as much as is the cost 
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of production ; and it is this iand that will deter- 
mine the price in the market. The other three 
lands will enjoy a surplus, known as rent, of 
30 ( i.e,, 50-20 ) rods., 20 ( i.e., 40-20 ) mds., and L0 
t i. e., 30-20 ) mds , as represented by the shaded 
portion in the diagram below; — 



Doses of Land, Labour,capital 


AND ORGANISATION 

/ 

Thus. Carver has defined rent as follows: — 

“The rent of any given piece of land is what it 
will produce over and above what could be produced 
on the poorest land in cultivation by the same amount \ 
of labour and capital?’ 

Note. If, however, the landlord does net cultivate 
the land himself, but lets it out on hire to a tenant, 
he will get what is called contract rent, which may be 
more or less than the actual economic rent. Contract 
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lent is defined as the compensation paid to tlio land 
loid foi depuvmg him of the economic ~rent~of his 
land It is fixed by anagicemont 01 conti acrbetwecn 
the tenant and the Iandloid, and, like the pi ice of 
a commodity, depends upon the foices of supply and 
demand Both the landlord and the tenant have 
in mind the suiplus oi tho economic lent that can 
be got flora the land, and if the demand for the 
use of land is great in piopoition to the supply of 
land, ronts aie high, while if tho demand is small 
relatively to the supply, lonts are low. 

Generally speaking, when there is perfect com 
petition beluecn the landlord andT~t}ie tenant^ 
contract rent ts equal to economic rent but it may be 
more oj less than the economic rent tn certain 
xeptional cases. Tor example, m a new country, 
the landlord may bo anxious to induce tho cultiva 
tois to take up land and may be satisfied with 
much less than tho economic lent Or, tn an old 
county, he may be able to get much more than tho 
economic lent from tho cultivator, if tho latter is 
eonsei vafcno enough to stick to tho land at all 
costs, 01, due to a laige demand for land and the 
absence of othei employment, ho may be foiccd to 
give a high rent Thus in India theie is a very 
keen competition between tenants, and as they are 
not ablo to find employment in any other industry, 
they like to foiego a part of then iiglitful income 
in agnouUure and pay more than the economic 
lent. In other words, they pay more for land than 
they get out of it aftoi making allowance for thou 
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own remuneration; or, which means the same thing', 
they carry on cultivation on a much smaller remu- 
neration than their labour, etc., should bring for 
them, with the result that they are becoming more 
and more indebted evei’y-aay. On the other hand, in 
new countries like Australia and Canada, the 
contract rents are lower than the economic rent. 
Even in England, where there are a number of 
occupations which may be adopted if farmers 
decide to give up farming, the contract rents are 
much lower than the economic rents 

How rent arises. — 

(i) Ren.tJs_due to the scarcity- of -land in rela 
tion to demand.^ We know that if the supply of 
anything is scarce in relation to demand, it will 
command value in the market. Similar is the 
case with' land. Because the supply of land is 
inadequate to meet the demand for land, it 
commands a price in the market, and that price is 
rent. If people had an unlimited supply of land, 
as in a newly populated country, nobody would pay 
anything for the possession of land. Everybody 
would take up as much land as he liked, and begin 
to cultivate. Thus „.the limitation of supply in 
relation to demand is the main cause of rent. 

[Let us try To understand this by an example. 
Suppose a number of farmers go and settle in a 
new country. Land is in abundance there. There 
is as yet no owner of land, and each farmer appro- 
priates aB much land as he can cultivate. So, one 
by one, the best plots of land are cultivated, and 
the crops are just sufficient to satisfy the needs 
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of the population, Theie is no rent yet in sucli a 
'countiy In course of time, howevei, the popula- 
tion met eases, oi a fiesh batch of people go and 
settle theie It will then become necessary to 
increase the supply of food crops, and more lands 
must be cultivated to glow moie crops But all 
the best lands have already been appioprnted, 
So the new settlers begin to clear the second grade 
lands and cultivate them These aie less fertile 
and so will yield less of ciop. If the first grade 
land yielded 30 mde m one acie this second giade 
land will yield only 25 mds say And the fust 
giade land will begin to enjoy a tent of 5 rnaunds 
becauee land has become seaice Soon and so fuith ] 

(n) Another cause of rent is the tendency__to 
dimimshing_re turns If theie weie no diminishing 
returns, the world’s supply of wheat could theore- 
tically be raised from one faim only by increasing 
the laboui and capital on it But we know that 
nothing like this is possible. When the law of 
diminishing leturns begins to operate in a cei tain 
class of land, mfenoi class of land has to "be brought 
tinder cultivation, Naturally thgjbetter class of land 
begins to enjoy rent Even if all land were^of the 
same quality, rent would eraeige if the plots weie 
cultivated beyond the point of diminishing returns, 
because m some the law would be in operation, in 
otheis not 

(in) There aie also other causes All land s, 
are not equally f eitilel 'Some are more fertile 
than otherspand hence these will pioduc moie 
There IsTihus a greater*3emand foT su ch I mds, and 
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the supply being what it is, they command a higher 
rent— in '~the“ market. Also'those lands which are 
situatad- -nearer-- -to -“the- market than^ others will 
command a higher rent, because the cost, of 
production on these lands, (including the cost of trans- 
porting the produce to the market, -is evidently 
lower than on thre distant lands. Demand for such 
lands will naturally be greater, and their rent will 
also be highex-. 

0 > 

- Hence we see that the fundamental cause of rent 

is the limitation of the supply of land in relation ( 
to demand, and the other causes are the differences 
in the fei tility and situation of different plots of land 
and the operation or non-operation of the law of ‘ 
diminishing returns. _ 

Rent in Intensive and Extensive cultvation. — 
When the demand for agricultural produce 
incre ases, there are two methods by which this pro- 
duce is increased. Either_ fresh and new plots of land 
are brought under cultivation (extensive cultivation), 
o? old plots of land are cultivated more intensively 
(Intensive cultivation ). In each case, the yield 
from further doses of labour and capital declines; 
in the fix-st case because new plots of land are likely 
to be less fertile than the. previous plots, and, in 
the second case, because, on account of the operation 
of diminishing returns, additional doses of labour and 
capital do not yield as much as the previous doses. 

Before the cultivator -applies any extra dose he 
compares the yield which he hopes to get, either by 
bringing under cultivation a fresh plot, or by apply- 
ing an additional dose to his old plot, and adopts 
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that method ( extensive or intensive) which 
appears to him to be the cheapest and most paying. 
Suppose the yield In the case of extensive cultiva- 
tion is as follows’ — ' 

IPlot AjPjot B|Plofc CjPJot D 
u 1 2o | 19 1 18 1 17 1 

and in the case of intensive cultivation as follows; — ' 


The fust dose on plot A yields 20 mds. of wheat. 

If he wants to apply the second dose, he will com- 
pare the produce that the next plot will yield with 
the pioduce that another dose on the same plot will 
yield and then wiJ) decide whether to cultivate 
extensively or intensively. In this example he will 
have the first two doses (20 mds. and 19 mds ) on 
thejplot A and will then pass on to plot B (L9mds), 
so on and so forth. 

Now, rent can "be calculated eithei in extensive 
cultivation oi in intensive cultivation. In exten- 
sive cultivation, lent is determined with Tefeience' 
to thejleld oF tHefnTaTg i n a 1 ' 1 andean d 't bn tr~u f "any^ 
other'whieh ib not~onJ&be inargim Ini. intensive 


Plot A Plot B 


1st Dose 


1st Dose 

20 - 



2nd. Dosa 
19 'S 



3rd, Dose 


3rd. Dose 

18 J 


17 J 

4th Dose 


4th Dose 

I7v/ 


16 ' 


Plot 0 Plot D 


lBt. Dose 


1st. Dose 

18 ^ 


17 ^ 

2nd, Dose 


find. Dose 

17 ^ 


16 

3rd. Dose 
16 ^ 


3rd. Dose 

1 16 ^ 

•4th. Dose 


4fch, Dose 

15 J 
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ej^^ation,_rent_is^determined with reference to 
the y ield of the marginal^ dose and "" that of any of 
the p reyijhjsTjioses. The difference between the 
yields.of-tlie two is rent. A~nd iff Tooth extensive 
and intensive cultivation it turns out to be the 
same amount. For example, in the above illustra- 
tion, we may either have two doses on plot A or 
one on plot A and the other on plot B, but the 
marginal output in both the cases would be 19 mds. 

Ricardian theory of Rent. — 

According to Ricardo, 

w Bent is that portion of the produce of the 
earth which is paid to the landlord for the use of 
the original and indestructible properties of the soil. 

( 2 ) As long as the population of a country is 
small and the best land is abundant, and can be had 
free, only the best lands are cultivated and rent does 
not' exist. But as the pressure of population on land 
increases, lands of .second grade quality are brought 
under cultivation, and the best lands begin to enjoy 
rent, while lands of the second grade quality become 
marginal lands. Later on, when third grade quality 
lands are brought on under cultivation, they become 
the'marginal lands and the first and second grade 
quality lands enjoy rent. Similarly, with increasing 
population the mai’gin of cultivation goes oh descen- 
ding and rents go on increasing, but at any time 
the worst lands under cultivation are the marginal 
lands, and it is these that determine the price in 
the market. 

(3) The worst land or the marginal land that 
fixes the price of produce in the market at any time 
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is the no-rent land, and as it ib this no*iont land that 
determines tho piico m the maiket, lent can not_be_ 
said to enter Jnto piico*— "Com is not high becauce 
rent is high, but lout is high because corri~iS lligliT* 5 
enys Ricardo. '' — 

Criticism of Ricardian theory. — 

(l) The definition given by Ricardo is for from 
being eaiisfactoiy. Land in most countries is not 
in its original and natuml state. Nature of soil has 
been changed by man. Marsh land has been dried 
and turned into pastures. Pry land has been irri- 
gated. And much land has been reclaimed ftom tho 
sea, o. g. in Holland Again, -the properties of the - 
soil are not indestructible— repeated cultivation 
of the same farm year after year leduceB tho stock 
of oiigmal Bubatanoos injUie soil and causes diminish* 
ing returns Against^ these, it may be said that, 
alter all, the qualities ofland, o.g., heat, light, rainfall, 
climate, aieu and advantages of situation are 
original and indestructiblo. 

(S) American economists point out that the theory^ 
is not historically true. They say that the most 
fertile plots of land were not occupied first, as sup- 
posed by Ricardo. It is just possible that the less fer- 
tilo lands may have been brought under cultivation 
in the first instance. Against this view, it should he 
rememboicd that the older of cultivation ‘is not an 
essential pait of tho theory. It_is the differences in . 
fertility that bring about rents. 

(3) Again, it is'said that thero is no land in man’s 
experience which may be called no-rent land. But 
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the faejbjremams that land on both sidea.of a river-in 
most cases and “Usar” land, etc,, etc., are practically 
no-rent paying lands’. Besides, there are at least no- 
rent^paying landsTiiT America, Canada, Australia, etc, 
and the land and‘ the produce in these • countries 
compete with the land and the produce in other, 
countries, and so the idea of no-rent land is quite 
conceivable. And when the marginal glands are no- 
rent-paying lands, whether here or in any remote 
country, it is quite clear that rent forms no part 
of those expenses of prcductin which govern price. 
[Of course, in case land is the property of a govern- 
ment, the government may decide to give over pieces 
of it to others only if it is promised a rent or 
revenue. In such eases even the marginal lands 
shall pay rent, and then rent would enter into the 
expenses of production of marginal lands, and to 
that extent it will enter into price ] 

(4) Another important criticism of Ricardo's 
theory is that it can be true only when 'there is 
full and free competition between the landlords and 
"the tenant Sj whicli it is not always possible to 
secure. Rents are in practice - determined not by 
competition alone, but by many other forces like . 
custom, practice, sentiment and public opinion. 
For~example, the landlord may have intimate 
personal relations with his tenant. So he may feel 
scruples in charging as high a rent as is possible 
for him to do. Or, he may hesitate in charging a 
higher rent than the tenant has been paying 
since generations. Even the tenants may refuse 
to pay higher rents. In fact, the’ theory of rent has 
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to be modified by the facts of real life At any 1 ate, 
in the case of India, lent is detei mined not by com- 
petition alone, (even the competition thattheieis to 
be met with is only a « one-sided competion for land 
between tenants only and not between landlords), 
but by custom and legislation, and in many cases _ 
conti act rent exceeds economic lent 

It is, therefore, said that a peifect maiket does 
not exist anywhere, the theory of Ricardo does not 
apply anywhere, much less does it apply in a 
conservatne country like India 
sjYet t in essentials, the theory is coned ei en today. 
The modern theory of lent is based i aig ely on Jdie^ 
wmks of Ricardo , with a few modifications heie 
and tbeie to fit in with modem conditions N For 
example, even even today ( rent is defined as the 
surplus accruing to a specific factor the supply of 
which is fixed) and is cons,ideied to be due to the 
diffeiential advantages of the supenoi over the 
inferior The modifications of the tbeoiy aie only 
in lespect of details 
Rent and Cost of Production or Price — 

The pi ice of a commodity is detei mined by the ^ 
cost of production ofjthe maigmal land The mar 
gin'll land does not pay* any lent because it is the 
no-ient land and the yajun x>f produce on it is just 
sufficient to go vei tfie expenses of pioduc tion^ 
(including the farmers lemunetation, of comae ) 
—that is to say, its cost of pioduction does not 
mclude any lent True rent, therefore, does not 
enter into the cost of production that determines 
price In other woids ? ‘tent is not an element of 
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price but its effect,” and. <£ corn is not high because 
rent is paid, but rent is paid -because. corn is high. 5 ’ 

' Thus there are 3 plots of land A, B, C. The cost 
of production of a certain quantity of grain is Ks. 
50/- in the case of A, Its. 75/- in the case of B, and 
Rs. 100 /- in the case of 0. C is evidently the worst 
land, and the price of the , produce, in the -market 
is likely to be Rs. 100. That means that C, being 
the marginal land, will enjoy no rent ( i.e., price of 
the produce minus the cost of production will be 
equal, to nil ), but A will enjoy a rent of Rs, 50/- 
( i.e. Rs. 100/- minus Rs. 50/-) and B of Rs. 25/- (ie., 
Rs. 100/- minus Rs. 75/- )., Now? whose cost of pro- 
duction has determined the price ? C’s. Did it pay 
or enjoy rent ? In other words, was any rent in- 
cluded in its cost of production ? No. How can it 
be said thenj that rent is a part of that cost of 
pioduction which determines price ? 

As a result of this proposition, if the landlord 
raises the rent, or reduces 'the rent, price will not 
go up or down, for the marginal cost of production 
which includes no rent remains the same, and the price 
in the market, which is fixed by the marginal cost 
of production, will also ’remain thei same. Thus 
had not farmers to pay any rent for land, they 
would charge for grain as much as before. The 
remission of rent by the landlords will not reduce 
the price. Only it will benefit the tenants. The 
price of grain will still be detemined by supply and 
demand which are not affected by the revision. 
On the other hand, if the landlords, raise the rent, 



( 208 ) 


it does not necessarily mean that the price of grain 
must go up. The price may bo increased tempo- 
rarily, bnt at last tho tenanb will give up the land, 
$nd the landlord will be compelled to reduoe 
the rent. 

Examples . — 

Suppose a briefless lawyer takes a big house in 
a town, for whioh he pays a high rent. Can he 
charge high fees merely because he is paying a 
high rent for his premises ? No, the fee? will 
depend on tho supply of and demand for lawyers 
of a particular class, [ No doubt, houses near the 
lawcourte in most towns command relatively high 
rents, but this ia so because tho houses are conve- 
niently situated for a lawyer’s practice, and in that 
locality the lawyers who occupy those houses are 
able to ohargo high fees from their clients. And 
because they are able to charge high fees, they are 
also, prepared to pay high rents. They cannot 
charge high fees simply because they are paying 
high rents.] 

Again, a shopkeeper occupies premises in a busy 
quarter of a town for whioh he is paying a high 
rent to the landlord. Suppose the owner of the 
Bhop ia his relative, who dieB and leaves the shop 
to him. Now theshop-keepor has to pay no rent. 
Will .he charge lower prices for his goods? No. 
Prices will still depend upon the demand for and 
supply of goods in tho market, and the amount of p 
rent willbe pocketted by the shop-keeper. 

There are, however, some exceptional cate* 
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where rent forms a part of the marginal cost of 
production, and, therefore, enters into pri^e: — 

V 

(a) If the State has a monopoly of lands in the 
country and exacts more than the actual economic 
rent, then that rent will enter into thb price of 
agricultural produce. In India the State is the 
monopoly landlord (absolute owner of all lands ) and 
charges rent even from the marginal lands. So 
here rent influences price. 

(b) Sometimes rent has to be paid even.on margi- 
nal lauds when lands for one use ( e. g., for wheat- 
growing ) are converted into lands for another use 
( e. g., for cotton-growing ). - Owing, to the. scarcity 
of land, even marginal building plots, .marginal 
business sites, and marginal factory sites yield rent, 

'which is ‘scai city rent’. For example, it a laud is 
paying some_ rent in producing wheat, then, in 
orderTo divert it for the production of cotton, the 
producer will have to pay at least the rent which 
it was fetching in the foimer use. ( Here the 
better plots pay two kinds of rent : (1) scarcity 
rent and (2) differential rent. Scarcity rent is due 
£o the absolute scarcity of all kinds of plots. Diffe- 
TThfialTent" i frd ue' to' d i ffefen ees in the situational 
ancT other *ad vantages of different plots of lands. 
&ndb~as the Tenant “'on "the marginal plot pays 
scarcity rent, hejbreats. scarcity rent as an item of 
expenditui'e, and includes it in the marginal cost 
of jjroductiom, and consequently scarcity rent might 
be said to enter into price, though even here the 
differential i*ent does not govern price in any way. 

[ Note. — Sent may be said to enter into the individual cost 
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of production, no doubt, but it cannot be said to enter into 
that cost of production which determines price, for it ie not th e 
individual cultivator that determines price. The price is deter* 
mined by the marginal cultivator who pays no rent.] 

Factors affecting: Rent. — 

The amount of rent depends upon the market- 
price of the produce. A fall in the price of the 
produce raises the margin of cultivation leading to 
a fall in rents, whereas a rise in the price of the pro- 
duce brings about the cultivation of worse lands, 
lowers the margin, and causes tents to iiee. 

Growth of population . — 

An increase of population would tend to _*aise 

agricultural rents, as the demand for produce- 
would increase, inferior lands would come undei 
cultivation and prices would iise. Secondly, the 
pressure of population on land would ‘’"encouragTl 
the use of land for purposes other than agricultme, 
and the growth of wealth and prosperity within a 
country wou'd lead to an increased demand for land 
in a variety of ways, recreation grounds, pleasuis^ 
gm decs etc , and therefore also rents would rise. 
Improvement in the means of transport.— 

This may tend to increase or .decrease lent in^ 
a country accoding to circumstances If tlm country 
is connected to other countries which are such that 
the countiy begins to export produce to those 
eoswtries, the demand for the piodoee wermse r 
prices will iise, maigin of cultivation will fall, 
and in consequence rent would also rise. BuLif-the 
country is connected to such countries as begjn 
to send produce to this country^ the extensive — 
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margin in the country, would fall, and hence rents 
would fall, too. For example, rents in America 
rose with improvements in transport which enabled 
American farmers to produce large quantities of 
corn for export to England — prices rose, the margin 
of cultivation fell ancl rents increased. But the 
opposite happened in England, w'here the total 
supply of wheat increased, pi ices fell, and the rents 
of English lands fell. too. 

J[nside_the country itself, of course, improved 
means of transportation lead to a reduction in the 
cost of transportation, and, therefore, in the cost 
of production of the output in the market. This 
tends to increase rent on the one hand, and to 
reduce price on the other. Two opposing forces come 
into operation, indeed, and the net effect on rent 
depends upon the comparative intensity of these. 

Improvement in methods of cultivation . — 

Impi' \ ..d methods of cultivation increase the 
producti vi'y of land; and the same amount of 
produce can be raised from a smaller number of 
plots Hence certain plots go out of cultivation, 
"margin ol cultivation rises and rents falh__Lower 
prices, however, increase demand and restore the 
old level of rents. 

[If, however, improvements are adopted only 
on a few superior farms, their produce will increase 
more than that of interior lands, and so their 
rent will also increase. And if, on the ptber hand, 
they are adopted only on a few inferior lands, the 
difference between the superior and the inferior 
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lauds will dectease, and the rent on the superior 
lands will fall ] 

Rent of Mines, Quarries, etc.— 

Mine rent lesembles agricultuial lent in that 
we have diminishing returns in mining as well as 
in agucultnre Theie is extensive maigin when 
we pass from the supenot mine to the mfenor one. 
The intensive maigin is discoveied when additional 
investments are concentrated on the same mine 
Howevei, mines diffei fiom agncultuial lands m 
that the lattei will yield their harvests year after 
year indefinitely, wheieas the foimer contain 
limited stoies and will get exhausted after, some 
time. And rent in the ease of mines is composed 
of two elements . (a) royalty — a paymentjor the 
exhaustion of the tmneiala iemo\ed f and (b) a lent 
propel which is paid foi the diffei eri tin I advantages 
in mining of the superioi ovei the inferior mine 
(fiom the point of view of woihing expenses and 
situation) 

Building rent also is composed of two elements 
(a) the retUi u on land ou which the building _i& 
situated, and (b) the letum on capital invested na 
the building Rent o( a building Bite is a pay ment, 
lor the differential advantages of situation, _lioaith_ 
fulness of the site, conditions in the neighbouihood, 
individual likes and dislikes for a partieulai envnon* 
ment, etc. In the case of business sites, the con- 
ditions ot trade and industry, custom and geneial 
lay out of the town, also play an impoitant pait 

Bent of sources of ^oicer, simihuly, is detei- 
mined largely by situation, For instance, it is 
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profitable to use the power of the Niagara because 
it is surrounded by a rich agricultural and manu- 
facturing country. On the other hand, if a source 
of power is situated at long distances from district 
which want it, it would proportionately lose in utility. 
Quasi-rent. — 

We have seen above that rent is due to scarcity 
of land, or the limitation of’ its supply There are 
several other things besides land whose supply 
becomes so far limited during ceitain periods that, 
for all practical purposes, and during a particular 
time, there is not much difference between those 
tilings which are limited by nature and those 
whose supply becomes limited for other causes. 
All e arnings caused by a temporary .scarcity in 
supply, are called quasi-rents by Marshall. 

Examples- The supply of ships becomes lesricted 
at a certain time. It will take, say, tlii'ee years to 
build more ships. During these three years then, 
the existing ships will earn an extra-ordinary 
profit, and this will be known as quasi-rent. 
Similarly, if the supply of any class of labourers 
runs short at any time, the existing number of 
laboureis will begin to earn higher wages than the 
normal wages — such as doctors, whose supply cannot 
be rapidly increased or diminished. 

[ Of course, in the long period the supply of 
ships etc , will increase, and the quasi-rent will 
disappear. .The main difference between reht 
and quasi-rent is that rent is the income from those 
things whose supplyls permanently fixed, either in 
the short or in the long period, whereas quasi-rent 
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i8 the income fiom those things who°e supply j« 
fixed in the shoit period, but ctn be mcieased in 
the long penod ] 

Unearned Increment — 

Dining the list httndicd jeirs population 
1ms mot eased md crowded mote and more in 
towns and cities I he values ofltnd have increased 
on account ol social pi ogress For oxamj le, the 
value of land in Now Delhi 30 yeaiB back was veiy 
low but it mcieased ten times with the decision 
of tl e Goveinment of India to constiuct Viceregal 
Lodge, Assembly Chamb rs eto,ote and lias again 
mcieased duung this world war because of thegiow 
mg importance of the town Ibis increase in the 
value of land is known as unearned mciement, sidce 
the Jimhoid goaordly his d» nt nothing foi the 
nnpiovemtnt of land [ Somj people think thiB 
sfiould go to the government m the form of tax 
bt cause it is one to focml progress and not to the 
effort's of pm »te individuals ] 

Systems of Land Tenure in India 
1 ind tcuuie means tho kind of light or title 
1y which igucultuial land is held It detei mines 
the p i « m or poisons iespon«ible for the pawnent 
of land le venue to the Goveinment 

* Ib laud revenue a tax or rent ? — 

Soase srgss thst IssS vase is root- 

<i) The rights of ownership have alwaas belonged to the 
government People have been granted lands and sometimes 
deprived ol their lands bj tho government And the amount 
of land revenue has been increased of* decreased at the w If 
ol the government 




( 215 ) 


[ In India, however, the problem of land and 
people has two aspects: the relation of the Govern- 
ment to the landloi’cL and the relation of the land- 
lord to their’ tenants, hand tenure ordinarily ex- 
presses the relation of the landlord to the Govern- 
ment while tenancy laws govern the relationship 
between the landlord and tenants generally. How- 
ever, as both the relations of zamindars with the 
government and the relations of the cultivators 
with zamindars are regulated by legislation, some 
people use the term Land Teuure for the system of 
agreements under which the landlords or the culti- 
vators hold' their lands from the Governm'-nt. ] 

7 ’ee main types have been recognised in India: — 
(a) Zamindari system. — This system is found 
in the landlord villages where the owner is a single 
individual ( or at the most there are a few joint 
owners). Here the landlord is made responsible in 
one sum for land revenue on the whole estate, as in 
Bengal, Behar and Orrisa, and in some cases in U.P. 

(ii) The Government haB also from time to time performed 
several functions of the landlord, e g., giving of advances and 
loans to the ryots for sinking wells, drainage, aud irrigation 
purposes, etc. 

Others urge with equal plausibility that lands have 
remained with the families from generation to generation ; 
and the individuals have full property rights, including the 
right of transferring the land to, 'anybody they like. Besides, 
land revenue is only a part of the income from land. Thus 
they hold that land revenue should be considered only as a 
tax on lands, or aB a tax on agricultural incomes, just as 
there are taxes levied on houses and motor cars. This is also 
the general opinion. 
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He gets hia lent from Ilia tenants who culti- 
vate the estate m various kinds of undei tenures 
He is a midde man between the government and 
the lyots. 

(i>) Mahalivan or Village Community system — 
This system is found in joint- villages where m each 
village the owner is a body otcoshaieis, and the 
village is treated as i single unit Heie it is a 
whole estate, known as the Mahal, which is assessed 
to one sum of land revenue, and geneially the whole 
body of owneis ate jointly and severally responsible 
foi it though exemptions from joint responsibility 
aie sometimes gi anted by the Government Pm 
ther, here the village community as a whole owns 
the waste land, and can use it i e, can rent it to 
tenants or partition it 01 bring it undei oultiva 
tion without the leave of the Government [ Ihe 
O oveinment revenue is paid thiough the head of 
the village the Lambardar , who acts as the repre- 
sentative of all the co shaieis 01 the entue village 
community He alone deals with the Government, 
but he lealises the eo sharets’ share of the revenue 
from them all light and enjoys some pi ivi leges 
and concessions, too [ This system pievails in 
the United Piovinces, the Punjab and CP] 

J (c) Ryotivaii system — I Ins sjstem is found in - 
villages containing a number of individual culfci 
vatmg holders ( who usually woik then laud them 
selves with the aid of then families but sometimes 
employ labourers, too ) These holdings aie separite 
independent Units and the c ilti\ itoia are not joint 
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holders of the whole area. Here the revenue is assess- 
ed on each particular holding and each individual is 
directly responsible for the payment, as in Bombay, 
Madras, Assam, and Burmah. • The government 
deals with him directly or through their head called 
Patel. Further, the waste land, in this system, is 
Nazul property, except that the owners have some 
grazing rights, etc. In this system the revenue 
demand of the government can be increased after 
30 years or so, but it is definitely laid down that if 
the Ryot (or the farmer) goes on paying the agreed 
amount of rent, he can l'emain in possesion of his 
holding for any period whatsoever. On the other 
hand, if he wants to give up his holding, he can do 
so 7 after giving a short notice. 

^/Systems of Land-settlement. — 

The method of determining land revenue is 
officially termed as “ Settlement ? What is to be 
determined is (a) the Government’s share of the 
produce, i. e., the amount of the land revenue 
payble to Government, (b) the person or persons 
responsible for the payment, and (c) the records 
regarding the private rights and interests in 
the land. 

These settlements may be : 

(a) Permanent Settlement . — Under this type 
the amount of revenue is fixed once for all at rates 
never to be increased or decreased. This fixed 
amount is payble by the landlord to the Govern* 
meat in a lump sum every year; and there is one 
very rigid condition that if the revenue is not paid 
on the fixed date, the estate shall be put to sale for 
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the realisation of the revenue. 

This system was introduced by Lord Cornwallis 
in 1795, and is to be met with in Bengal, Assam, 
Behar, and Noith East of Madias, and in certain 
parts of the countiy near Benaies. , 

(6) Temporary Settlement.— 

Under this typo, the amount of revenue is 
fixed foi a certain penod, which is 40 years in the 
Punjab, 30 in Bombay, Madras and U. P. and 20 
in the Cential Piovmces At respective intervals, 
a thoiough economic survey is conducted of the land, 
and the whole process is accomplished by the settle* 
jiMmt xdBrtar sdu> dnlirmujon? thf government 
demand, and makes a tecord of all existing rights 
and lesponsibilities. Temporaiy settlements aie 
by far the most common type all over the countiy. 

Those who are in favour of the permanent 
settlement contend that it has beeij brilliantly 
successful. It lias secured to the Government a fixed 
and steady income without the necessity of in- 
cun mg expenditure every time in connection with 
settlement operations. It has secured to the 
government the loyalty of the landlords, it has 
enabled them to effect improvements in their land; 
and it has increased the conditions of agriculture 
and made tenants more prosperous. Those who are' 
against permanent settlement maintain that it 
has deprived the government once for all of every 
increase m the value of land and of a share in 
eveiy subsequent rise in lents, while the zamindais 
and middle men have prospered at t;he expense 
of the tenants, who are at their mer^y. The real 
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fact is that the gain or loss of the government is 
really the gain or loss of the people as a whole, 
while the gain of the zamindars, or of any other 
class of people, is only the gain of a few private 
individuals, and from this standpoint permanent 
settlement has not been a satisfactory type One 
important source of revenue to the Government is 
altogether blocked. The Bengal landlords are very 
rich, but the revenue demand cannot be enhanced 
to meet the growing expenses of the administration 
of the province, and the Government has to tax 
other sections of the population more heavily than 
perhaps it should. Besides, the increased prosperity 
of the zamindars under the permanent settlement 
has not proved a blessing to the country, in as much 
as they generally use their riches for satisfying 
their personal "wants. They do net deal with the 
tenants sympathetically nor do thc-y tiy to amelio- 
rate their condition by making improvements on 
land and helping them in other ways. In fact, the 
tenants have been very much troubled by the land- 
lords, the Government having made no proper 
provision to saleguaid their interest, though re- 
cently some tenancy laws have been passed to 
regulate the relations between landlords and tenants. 
However, a proposal is now r .on foot to do away with 
the permanent settlement altogether. Land will 
be purchased from the Zamindars by the Govern- 
ment on payment of some price, spread over a 
number of year; and then this land will be given 
to the ryots or tenants directly by the Govern- 
ment as in the Ryotwari system. 
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Land Tenure in U P — 

The settlement ot the U P. ib cdled Zamin 
dan in contra distinction to Ryotwarj, and Tempo- 
rary in contradistinction to Pei m an ect The 
revenue system is cilled Zammdan because the 
Government enteis into levenue settlement with 
tho zemindars of the piovince and not with the 
loyts themselves as in parts of Deccan, it is called 
tempoi ary because the share of the government in 
the piofits of the landloids, 1 e , the amount of land 
levenue, is fixed only foi a peuod of 80 yeais and 
not peimanently as has been done m Bengal (The 
shaie of the government roughly is oO per cent 
of the net average assets ) 

lhe pievaihng system of tenure in the pro 
vmce is, howevei, the Mahahvanot the joint village 
teniue The revenue is fixed with the coshaiers 
who aie held jointly and seveially lesponsitle for 
its payment to the government treasuiy ttnough 
the Lambirdu 
Tenancy Laws jn U P — 

In India the competition fot land is veiy keen, 
and ten mis on account ot theif weal economic 
position lequire piotection from the government 
The tenants aie at the mercy of the landloids, who 
not only mciease the rent at then pleasiue but also 
eject the tenants whenever it suits them to do so 
Tenancy laws have, theiefoie, been framed in every 
province to secuie to the tenants two essential 
requirements of good cultivation 

(j) Fixity of tenure i e , the tenants cannot 
be ejected from then ttnacy without cause, and thus 
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they have an inducement to introduce improve- 
ments in their land, and increase its production. 

If there is no certainty that the land would remain 
with them, they would not care to make any im- 
provements for the future 

(2) Fair rents, i.e,, the rents payable by the 
tenants eannnot be enhanced- at the sweet will of 
the landlord, and the revenue courts see to it that <• 
the rents are fair. If the rents can be enhanced at 
any time and to any extent the tenants can have 
no personal interest in improving the productive- 
ness of the land, for as the productiveness would 
increase, the rents would also be increased. 

In the United Provinces, the tenancy laws 
* provide the following classes of tenants: — 

According to the Tenancy Act of 1901. 

(1) Permanent tenure-holders and fixed rate 
tenants, who 3 e rate of rent is fixed from the time of 
the permanent settlement. They are found only 
in the permanently settled areas of the Benares 
Division. They are a sort of sub landholders. Their 
rate of rent is fixed, and their right is heritable 
and transferable. They can effect permanent im- 
provements in their lands and can even sell or 
mortgage them. 

(2) Ex-proprietory tenants, i. e., those tenants 
who had once enjoyed the possession of the estate 
or the “Mahal” but subsequently on account of 
finaincial difficulty lost it, retaining only the “Sir n 
land, i.e., land which they used to cultivate while 
they were zamindars. After 12 years’ conti nous 
hold on this land, the tenants acquix*e ex-proprietory 
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nghtB which grant thorn a concession of 25 poi cent 
on the lent calculated on the basis of that paid by 
ordinal y tenants on the aims kind of laud. Ex- 
proprietoiy tenants caunot sell their land to any- 
body except their present landlord, but they cannot 
be turned out, except for non-payment of rent, and 
their right is heritable, too. 

(5) Occupancy tenants, i.e., those tenants who 
have held the same land for 12 years continuosly 
and have thus acquired tlio rights of occupancy, 
and cannot be turned out flora thoii holdings except 
for non-payment of lent. Their right over the 
land is heritable, but not tiansfeiable oxcopt under 
ceitam conditions. They have to pay 12J per cent 
loss rent and there is a’hnnt to the enhancement of 
rent both in respect of timo and amount — the rent 
cannot bo increased except by mutual agreement, 
or by an order of the rovenuo court, and that too 
only aitoi a coitain period of time, e.g,» only once in 
10 yea is, and not more tlun one anna in the rupee. 

(-0 Non-occupancy tenants, or touants-at-will. 
They include those tenants who have no light in 
land, and can be ejected at the sweet will of the 
zamindar. They onjoy no stability of tenure. (The 
Tenancy Actof 1927 aimed ntf converting all such te- 
nants (provided they had cultivated the land for one 
yeai) mtostatutoiy tenants; but the landloids seldom 
allowed any one tenant to cultivate the land for full 
one year, and so the act could not help this class much } 
According to the Tenancy Act of 1987, i 

(5) Statutory tenants, i o , those tenants who 
cannot bo ejected out of the land once they have 
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tilled it for one whole year, except for non-payment 
of rent, and this, too, not without a decx - ee from the 
court. Nor can their x’ent be increased within a 
specified period except on certain gi’ounds, e,g., no 
second increase in rents is possible till 20 years have 
passed. (This new class of tenants was according 
to the statute or law passed in 1927, and hence 
these tenants aie known as statutory tenants.) All 
the tenants-at will, who, before the passing of this 
Act, could be arbitrarily ejected at the close of any 
agricultural year, were turned into statutory 
tenants for life with a right to the heirs to hold the 
land for 5 years. On the expiry of these five years 
only could the landlord eject the heir. 

According to the Tenancy Act of J989 . — 

(6) Hereditary tenants .— They are tenants 
created by the new Tenancy act of 1939. They 
replace the old statutory tenants. Their rights are 
heritable, but not transferable. These tenants 
have been classified under three heads: — (a) all men 
who were tenants in the United Px-ovinces on Jan. 
1, 1940, otherwise than as tenants of the 1st. 2nd, 
3rd, or 5th types above, (h) all men who after the 
be<> inning of this act are admitted as tenants other- 
wise thamas tenants of Sir or as sub-tenants, (c) all 
' men who acquire hereditary rights by virtue of the 
px-ovisions of the new Act-namely those who were 
statutory tenants or heirs of statutory tenants and 
some others. Thus all persons cultivating land 
from a landlord have become hereditary tenants for 
the future and can never be removed except for 
non-payment of rent. 
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Thus wo have the following classification of 
Land Tenure : — 

Land Tenures 


i - ; 

Proprietory Caitivating 

i , . I 

Zamindari Mahalwari Ryotwan 



From the above it will be clear that the 


Government has tried to confer special rights od 
certain classes of tenants, and this has given them 
sufficient protection against high rents and eject- 
ment by the Iandloids, although in actual practice 
the landlords have always been found trying to use 
ways and means to defeat these laws. 

However, by the Tenancy Act of 1989, the 
position of the tenants has very much improved, as 
the act includes the following provisions: — 

1. AH Statutory tenants have been granted the 
rights of a hereditary tenant, 

2 Tenants have been allowed to plant trees on 
their holdings, to construct any building, to 
make any improvement. 

S. Tenants cannot be ejected except for non-pay- 
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meat of rent. 

4. .Landlords are compelled to issue receipts on 
collection of rents. 

5. Tenants cannot be sent to Jail for arrears of 
• rent. 

6. -No distraint is allowed. 

7: The collection of illegal dues has been made 
illegal. 

8. The landlords’ right of Sir has been curtailed. 
The landlord cannot have more than 50 acreB 
of Sir i etc., etc. 

Characteristics of a good system of land tenure. — 

( 1 ) There should be some fixity attached to 
it. That is to say, the tenants should be allowed 
to retain possession of their holdings without 
any fear of ejectment. There should be least 
possible cases of ejectment, and no cases of arbitrary 
ejectments. 

( 2 ) The rents should be fair, and it should 
not be possible to enhance the rents without 
sufficient reason or within a certain period. 

' ( 3 ) It should be such that capital can be 
invested for improvement of land without any fear. 

( 4 ) It should be such as to secure a definite , 
amount of revenue to the Government, and at the 
same -time it should bring prosperity and plenty to 
the people. 

( 5 ) It should permit land to be freely trans- 
ferred, otherwise it may often be cultivated by 
inefficient people who cannot make the best use 
of it. 

, (6) It should be such as not to ruin aristocracy 
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who uie almost, eveiywheie very useful membeis of 
societj , and at the sime time such that the poor 
tenants aie not tytnnmsed ovei by them, 

* If we examine tlie T) P eystom m the light of 
the above, we find that it does not fulfil the condi- 
tions of an ideal sjstem, and falls shoit of the ideal 
of land tenure The Zanundar has no direct interest 
in the impiovement of the land, foi his powers to 
enhance rent and eject the tenant are limited by 
law, while the tenants who hold the land fiom the 
government cannot have full incentive to effect 
improvements in land, the lent of which is liable to 
be incieaeed — as in most cases fan lents and fixity 
of ten me are not guazanteed to the tenant to the 
full extent However, it is being attempted 
to appioach the ideal lluougU legislation as much 
as possible — vide the provisions of the Act of 
1939 above. 

QUESTIONS 

1 What do you understand by the term ‘Bent in Econ- 
omics ? How does rent arise and how ib it determined ? 

2 What ib econmio rent and how does it differ from 
contract rent ? Explain fully 

3 State the law of rent, and show how far it is applic- 
able to India 

4. What do you understand when it is said that “rents are 
high because pnees are high, and not vice verea’ 2 Disccss 
•A fojfcj 

5« Explain the statement “Bent is not an element in 
price". ' 

or 

Establish the proposition that rent forms no part of those 
expenses of production which affect price 

6 In a new colony ten acre plots of land range m pro- 
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duotivity from 20 to 28 maunds as shown by the diagram which 
covers all the land to which the colonists have access. Suppose 
that for each 100 of population a new plot has to be cultivated 
What would be the total rent paid if the population were 
900 7 2900 ? c . 
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1 1 7. Discuss the effect of the following upon rent : — 

Improved methods of cultivation ; 

_ P 

* 4 Improvements in trnsporfc; 

Growth of population ; , ,, 

, and Advance of civilisation, 

.8. - What do you understand by “Land Tenure” ? Describe 
the various kinds of land tenure in the U. P., and explain the 
necessity of tenancy legislation. 

9. t What steps have been taken by the U. P. Government 
to safeguard the interests of the tenants within recent times ? 

10 “The object of the government is to secure for the 
cultivators, firstly, Fixity of Tenure, and, secondly, Fair Rents . 99 

, How far has the above object been secured by Jhe present 
tenancy legislation in the U. P- ? t 

, 11. Write short notes on 

Permanent and Temporary Settlements; Quasi-rent; and 
Unearned Increment. , , 



- CHAPTER 13 

WAGES 

Wag-e* 

The term 'wages’ is applied to the ..remunera- 
tion paid to the worker for the work done by Jiim. 
Wages expressed in torms of money are money wages. 
Wages paid in the form of grain or other commo- 
did es are known as wages in kind. Wages paid by 
the hour, day, week, or month are called time wages. 
Wages paid accoiding to the quality or quantity of 
work done, as in weaving, leaping crops, ordigging 
earth, eta, are known as^iece wages. Money wages 
and time wages are the most widely used systems in 
modern industrial economy. 

Thero is veiy little difference between the 
terms leases and salaries — salaries are measured by 
the month or tho^year, wages are measured in 
shorter peiiods, as the hour, day, or week; and supe* 
rior labouiers aie generally said to get salaries 
while otheia are said to got wages. Fiom the econo- 
mic point of view, however, highly-paid labour- 
ers and low-paid ones, all do some labou'r, and, there- 
fore, alljpayments Bhouidibe classed as wages. Even 
the earnings of managers in faotories may be classed 
as wages, although moat people are of opinion that 
they Bhould be separately classed as earniDgs of 
management} and wages include all payments, per 
hour, per day, per week, per month, and per piece as 
well as the feesj and commissions paid to lawyers, 
doctors, agents, salesmen and directors, though 
some peoplo include only the hiied laboui era in the 
list of wage-workers and exclude from H all tho 
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independent producers and professional people. 

Nominal and Real Wages. — 

The worker receives a certain amount of money 
as wages from his employer. But the amount of 
money that he receives, or his money wage, does 
not often give a correct indication of his real econo- 
mic position. Much depends on other factors. We 
must, first of all, know the period of time for which 
be gets employment. One man may get Rs. 800/- 
by joining a war service, while another may be 
getting only Rs, 200/- on a permanent job. The 
first man is earning higher wages here, but after 
the war he will become unemployed, while the 
second man is holding a permanent job and is surely 
more secure. Or, some occupations may be dan- 
gerous, and though a man may be getting higher 
wages in them, his working life may be shortened. 
Again, the work may not be regular, but seasonal, 
or the cost of - living at the place may be even 
higher than the wages. So on and so forth. We 
have indeed, to take account of many factors in 
determining the wages of the labourers 

If we merely consider the reward of labour 
that is received in the form of money, we are think- 
ing. of .nominal wageB Real wages, on the other 
hand,-referAo the .benefits received, and are indicat- 
ed by the amount of necessaries, comforts, and 
~ luxuries of life which the worker can have in return 
for his services.. Roughly the amount of money 
that a labourer gets for his [ work is called the nominal 
jvages . and.., the amount of things which he buys 


f 
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from his wages is his real wages, e. g , with Rs 60/- 
a month he can buy for himself necessaries for life 
worth Rs. *5, necessahes for efficiency woith Rs. 15, 
mil comforts and luxunes woith Rs. 10, then his 
nominal wages are Rs. 60, whereas his leal wages 
aie the amount of necessaries, comforts, and Iuxunes, 
that he buys with this sum f ? 

To the worker what is important is iea) wages, 
for what he, as a human being, can make use of aie 
the commodities and services and not the money, 
A labourei working m his farm for six. annas a day 
may not like to go tp an industrial fiim m a laige 
city even on twelve annas a day. In the village he 
has fyis house free, the pi ices of other articles such 
as g lain, pulse and ghee are generally lower than 
in the cities, and the thiugs that he gets are 
usually pure and wholesome Pei haps, in addition 
to the money wages he is able to secuie from the 
farmei some grain at the time of the haivest, and 
can giaze his cattle fiee All these mean expense 
of money in the cities, and on balancing he 
finds that six annas of the village aie, after all, as 
good as, if not bettei than twelve annas of the 
industnal cities. Adam ^mith said, “Tbe labourer 
is rich or poor, is well or ill rewarded, m proportion 
to the iea!, not the nominal value of his wages." 
In ofchei woids still, u the attractiveness of a trade 
^ depends not upon its money earnings 6ut on tfs net 
advantages' 1 

Veiy often money wages and real wages go 
hand in hand, that is to sa /, the highei the money 
wage the laiger the iea! wage, but as a geneial rule, 
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wb have to consider a number of things before we 
can arrive at real wages:— 1 

■ (l) Purchasing power of money.-— If we want 

to consider and compare Wages correctly, we should 
consider not only the wages in terms of money, but 
also the purchasing power 1 of money. This 1 differs 
in different places. That is to say, the price of 
the same commodities and services are not the same 
in different places, and the same quantity of money 
buys different quantities of commodities in different 
places, e. g. a labourer getting Rs. 60 a month at 
Meerut is much better off than a labourer getting 
Rs. 60 a month at' Bombay. This also differs from 
period to period, e. g., a rupee today has much 
smaller value in terms ol commodities than it had 
during the Mughal period, and we often hear it 
said that a person getting Rs. 50 a month then was 
much better than a person getting Rs, 200 today. 

. (2) Regularity or irregularity of employment.— 
There are certain occupations in which employment 
ismot regular, e. g., labour in Bengal jute fields is 
required for a few months only in the year, sugar 
mills are open for -half the year, artists and masons 
cannot work in the rainy season and war services 
are -.only for a fewmonths or a few years, etc. etc. 
Here though the nominal wages of men in these 
occupations may be high, they, are not earned 
throughout the year-- or fora long time, and this 
fact. also must be taken' into consideration in deterr 
mining real wages. - i 

• ( 3 ) Possibility of extra gains (tnd convenience s.- 

Sometimes the employer provides other conveniences, . 
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such as a good house, free or on a nominal rent, (e g , 
the railway companies provide quarters free in 
many cases, and Cooper Allen & Co , Cawnpore pro- 
vides houses to its labourers on nominal rents), or 
articles of general consumption at cheap rates, (e g. 
Currimbboy Mills at Bombay have started a shop 
foi selling giam, cloth etc, to their workmen at 
cost price), oi means of recreation { e, g , clubs and 
libraries and fiee cinemas as at Jamshedpur) Sum 
laily, domestic seivants get free lodging and fre- 
quent xewards on ceremonial occasions, railway 
servants get flee tiavellmg by tail and policemen 
by lony, teacheis get opportunities ot writing 
books, having tuitions and going on educational 
tome, rnineis get cheep coal, civil sol vants get pen 
sion s aud the benefit of the Piovident Fund, etc , 
etc All these facts must be taken into considers 
tion in aruving at real wages [Sometimes the 
labouier has to incur some expenses in order to get 
his income A barnstei has to engage the services 
of a cleik to help him m ins duties and has to pay 
subscuption to the Bar Association The factory 
workers have to pay certain sums of money m order 
to get their jobB, etc , etc In such cases then 
expenses must be deducted from the money wages 
of the worker before we can know the real wages 
Expenses of ti tuning etc should be deducted too. j 
(M) Kature of service — Allowance must also 
made foi differences in working hours, cleanh 
ness and social position, eg, a municipal lamp 
lighter has to woik only an hour in the morning 
and evening, mill laboureis can find time to make 
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<l Bidis ” in their extia hours, and teachers get a 
large number of holidays, while mine labourers 
have to work in unhealthy atmosphere underneath 
the ground, butchers are looked down upon in 
society, and the lives of men in war service are in 
danger, etc., etc. Besides, in one occupation, say in 
Government service, there may be glorious pros- 
pects of promotion, while in another occupation 
the starting wage may be high, but the start 
may also be nearly the finish. Or, a cinema star 
may expect to enjoy . a good reputation and 
very high salary for only a limited number of 
years — cinema actors generally become back numbers 
as they grow old or lose their beauty, charm or 
voice — , while an engineer or a doctor or a lawyer 
may be able to earn for a much longer period and at 
an increasing rate. 

How wages are determined. — 

We have already seen in Chapter 11 that 
the share that goes to any factor of production 
is determined by demand and supply. 

Now, demand for labour depends upon the 
state of development of a community and its wealth. 
It there is enough wealth in a country its people 
may like to undertake a number of new things. 
They may build new houses and factories, dig new 
canals, etc ; and this will lead to a demand for - 
labour. But employeis will not employ labour, if 
they find that the value of what, they produce is 
less than what the labourers get as wages, that is 
to say, the upper limit of wages is fixed by the 
prospective margined pi oductivity of labour to the 
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employer. An employer having, say, loO men in hi8 
factory knows what he could afford to pay tlie \ 01th 
labouier if it weie necessary to employ him. He will 
calculate, “If I employ this man, the mcreaBe in my 
total output due to his efforts, i.e , to the efforts 
of the man employed in the last instance, ( m othei 
words hismargmal productivity), would be this much 
I can t therefore, pay him that much as wages” 

1 Supply of labour, on the othei hand, depends 
upon: 

-s^a) Population and willingness of laboures to 
woik, 

*/(&) Then health and efficiency, 

J (c) Knowledge, skill and tiaining lequnedto 
enable one to do a paiticulai woik, and the cost of 
tiaining, etc., etc., 

All these factois aie more oi less influenced 
by the standard of living, that is, the amount 
of necessaries, comtoits and luxunes of life 
that the laboureis are accustomed to enjoy. 
(“The way of life to which the laboureis of any 
grade aie accustomed is usually spoken of as then 
etandaid of living.”) Natuially, labourers will not 
accept wages which aie not sufficient to enablo 
them to live accoiding to tlieii standaid of living, 
and, on the supply side, the lowe r l imit is fixed by 
the cost of maintenance of fabour or their- standard^ 
of living The labouiei will, indeed, calculate “I re- 
qune at least so much for maintaining myself or 
for keeping up my standaid of living ; and if I get 
that much, I shall woik, otherwise not.’ 1 
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Betw een these lower and upper limits the wages 
Y ar X according to the law of demand and supply. They 
are high or low according as demand for labour 
is high or low relatively to supply. If the supply 
of labour competent to produce goods were small, 
labourers in that group would command high wages," 
while if the supply were large, they would command 
low wages. For example, matriculates and graduates 
get low wages because there is not enough work 
for them to do in relation to the supply of matri- 
culates and graduates forthcoming to do the work, 
while air pilots secure high earnings because the 
number of men having the necessary ability to fill 
the post is small. Of course, if the number of air 
pilots were to multiply, their earnings would 
come down, while if the number of matriculates 
and graduates became smaller, their earnings would 
likely increase. And, in a short period demand will 
have a greater influence ; in a long period the stand- 
ard of living. 

This is the modern* theory of wages. As we 
shall see now, it explains why wages are different 
in "different countries and in different occupations — 

Wage s are higher in England than in India 

beeuase the productivity of labour is low in India 

*Old Theories of W ages— The above theory of wages is 
konwn as the Modern Theory or the Demand and Supply Theory 
of Wages. Economists, however, propounded other theories 
of wages in'the past — the Subsistance Theory, or the Iron Law 
of Wages, the Wages Fund Theory, the Eesidual Claimant 

Theory, and the Marginal Productivity Theory. But all these 
theories have been discarded. 
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and labour is plentiful. Sitni'aily, wages are higher 
in one industij than in another because the mar- 
ginal productivity of workeis in one, aB measured 
in terms of the market pi ice of the product, is 
gi eater than the maiginal pioductiyity of the 
workeis in^the other ; an overseer is paid at a 
higher rate than a coolie, because the maiginal 
productivity of the oveiseer is gi eater at the same 
time that his supply price, or standard of living, 
is higher. 

Note : We have noticed above that wages 
depend upon demand and supply genez ally. We 
must, however, remembei that in all countries the 
labouring population is divided -into a number 
of groups, each group having the capacity to 
do a particular kind of woik, and the wages of 
a labourer in a group are determined by the prin * 
ciples of supply and demand as applied within 
that particular group, Each gteup of labour has its 
own wage pioblem. An Old maty day-labourer cannot 
compete with a young man with Univeisity 
degrees, ftesh from Engl tnd to be a piofesser. 
Similaily, a shoe'tnaker cannot be a traffic ins- 
pector. To do different jobs labourer’s must have 
certain qualifications wh ch depend on education, 
training, influence, etc., etc. [In India, the presence 
of caste has further limited the numbei oflabourets 
belonging to a paiticular class The supply of each 
kind of labour depends to a pietty large extent 
upon birth and caste, it being not possible for 
the son of a cobbler to become a weaver, for a 
weaver to become a goldsmith and for the son of a 
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goldsmith to become a sweeper. Of course these 
restrictions of caste are now gradually breaking 
-down. ] 

Peculiarities of Labour. — 

We have seen above that wages are deter-: 
mined in very much the same way as the values 
of commodities. But, because labour has certain 
jieculiarities which tell upon its supply and demand, 
we must describe these and their effect upon wages 
before we leave the subject of the determination 
of wages. The following peculiarities are worth 
noticing : — 

{a) Labour is embodied in the labourer , and 
cannot be separated Jrom him. He must deliver it 
personally. Therefore, he is interested in the type 
of work in which his l .bour will be used. It is 
immaterial to the motor car or to the motor car 
seller where the car is placed after it has been 
purchased, or how it is run. For the labourer, 
however, it is very important to know the 
conditions in which lie has to work. [This is why 
factory laws have to be passed to improve the 
conditions of life of the labourers, and this is why 
labourers are found moving from place to place or 
profession to profession. 1 

(b) Labour is perishable — A day’s labour lost 
is a'day’s labour gone. A labourer cannot regain 
his labour if lie remains unemployed for a certain 
period. He cannot store his labour to be used at 
some future date. Aperson who does not work toda}'- 
may perhaps be able to work twice as much to- 
morrow, but beyond this, it is not possible to store 
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laboui , while a mei chant may not seTl his goods 
foi a month and may yet be none the woise foi it 
The labourer is } indeed, like the seller of a perishable 
commodity Just as the sellei of a perishable 
commodity cannot retain it foi a long time, 
and is forced to sell it at i educed pncea for feai of 
its completely losing value, similaily, the labouret 
cannot affoid to be unemployed foi any length of 
time Like time, laboui powei is lost foi evei, and 
cannot be recalled Besides, the labourei requires 
some articles for consumption and use. He cannot 
wait And so he has veiy often to accept wages 
which are veiy much lowei than what he should 
receive for hi i laboui. [ This is a great diawback, 
and labouieis cannot baigain on fail terms with 
their employers, and this is why we need tiade 
union oigamsations to piovide necessaries of life 
to the laboureis duung tbe penod of stukes] 

(c) New supplies of laboui are but sloivly obtcu- 
ned -Additional supply of labour can only come when 
the population glows, and tiaming is given, and 
this takes time — the paients will calculate the 
profitableness of a particular industiy, and will 
put then children m vaiious trades accotding to 
theu estimates, etc , etc Another way to increase 
the supply of laboui m any trade oi industiy is to 
jjMwnase Jjjp Atudubip ,nf Jjjanjxi,. hui as we. shall just 
see f theie aie so many hindrances to mobility also 
Similarly, the 1 eduction of an available supply of 
labour is equally difficult, painful, and slow [Asa 
lesult of this pecuhanty of laboui, it takes a pietty 
long time to adjust the demand for and supply of 
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labour, particularly in the case of highly-skilled or 
highly-qualified labour. ] 

{d) Worker sells his work but retains property 
in himself. For example, a teacher does his work 
as a teacher, bub does not lose his ability — in fact, 
the more he teaches, the abler and more experienced 
he becomes. This is quite all right. Bub there is a 
defect in this — namely, it can never he in the 
interest of the enti’epreneur to train and improve 
labour, since the effects of such improvement may 
not come to him — the trained worker may leave him 
and move aivay to some other business or emloyer. 
The labourer has to be persuaded to take up work, 
(e) Of all comodities, labour is the most 
difficult to move, and the problem of mobility of 
labour arises on account of this, so on and se forth. 

, All these peculiarities reflect upon the demand 
and supply of labour and we can see how the rates 
of wages are influenced by them,- why wages in an 
occupation for a long time l'emain above or below 
the demand price, and why wages differ from place 
to place and industry to indstry. 

Mobility of Labour. — 

By mobility of labour we .mean the movement 
of workers with ease and promptitude from one 
direction to another. It may be of several kinds : — 
(a) Geographical or place mobility, that is, 
the movement of labourers from one place to 
another, e.g., a Punjabi carpenter working in the 
United Provinces, a U.P. labourer going to work 
in the jute fields of Bengal or the tea gardens of 
Assam, or a Ceylonese or Burmese coming over 
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to U. X’. to take up service. 

(6) Horizontal or professional mobility, that ia, 
tho movement of labourers from one profession to 
another, e.g,, a weaver in a cloth factory moving on 
to a juto factory, or a woollen factory in the same 
position, or a stoDographer 'moving on from one 
employer to another. 

(c) Vertical mobility , that is, the movement 
fnmi # lower grade too highoi grade in tho some 
industry or in another industry, o.g,, a motor car 
cleaner becoming n motor driver, a cotton mill 
labourer becoming the manager of a hosiery factory. 

({/) Social mobility, that is., moving from ono 
occupation lounotherof a different social grade, o. e. t 
a fnrmor becoming a lawyer or a butcher becoming a 
teacher, there being a difference in the social Btatus 
ol n farmer aud a lawyer, and of a butoher and a 
teacher. 

Tho mobility of various kinds of labour ia 
very necessary for a bettor adjustment of tho 
supply of vaiious kinds of labour to tho demand 
for them, If mobility of labour is perfect, tcag'es 
tend to be equal in differ nt places and in different 
industries. S»ys BENHAMt ,4 if every worker 
could readily find employment in whatever occupa- 
tion he pleased, tho ‘not advantages’ of all occupa- 
tions would tend to be co,uab. M 

Example. — If cotton woiUers of Bombay arc 
paid higher wages than cotton workcis of Cawnporo, 
it can bo concluded that there is a comparative 
over supply of labourers at Cawnporo and under- 
supply at Bombay, Jfsome labotnors of tfawnpoie 
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move to Bombay, that will increase the supply 
of labourers and reduce their wages there, 
while the decrease in the supply at Cawnpore will 
raise the wages here. And if there is perfect 
mobility between these two tojvns, the rate of wages 
should be equal at both the places. The same 
thing holds good in the case of different industries 
paying different wages. If the woollen trade 
gives higher wages than the cotton trade, labourers 
will move from the cotton to the woollen trade, 
there will be more labourers in the wollen trade 
and less in the cotton trade, and an equality in the 
wages will be established. 

In actual life, however, .mobility of labour 
differs in different countries, in different occupations, 
a nd at di fferent times. within the same country. 
For example, there is . less mobility of labour in 
Indi a tha n in „ other .countries ( the number of 
Indians living in foreign countries is only ’2% of the 
total population of India; even within the coun- 
try there is less movement of labour from place to 
place or occupation to occupation — India is an 
agricultural country and the farmers, being wedded 
to the soil, ai ; e less mobile), and all sorts of labourers 
aremore mobile today than they were formerly. 

The reasons why Indian labour is less mobile 
are as follows : — 

(i) About three-fourths ef the population con 
sists of agricultural classes, and" their profession is 
such tlfat they cannot easily move from one place- 
to another. Before changing his place a cultivator 
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must acquire land, and study the different methods 
of crop pioduction on that land to which he proposes 
to'migrate. The piactical difficulties in his way aie 
so many/ 

(it) The cultivatoi m India is also very.,con- 
eeivative, and does not like to change his profession^ 
foi some other more paying piofession, even though 
lie may be sbaiving in his own piofession^ Hif 
lacks a spirit of adventure He is contented and 
lias too much reliance on God and Fate. These 
things do not peinut him to change his place 01 
profession. 

(tti) Caste system which is a special feature of 
Indian society also makes labour paituJJy immobile, 
e g., a sweeper cannot take up the woik of a Biah- 
min, and a Brahmin of the U. P. would not take 
food cooked by anybody in Madras or Buima 
Foieigneis ome to India and find no inconvenience 
m the mattet of food, etc , winch they can have at 
any hotel, while many Indians give up the idea of 
going to foreign countnes because they cannot get 
Dal and Chapati cooked by a Biahmin theie. 

(tv) The Indian labourei _is stiongly tied to 
his native place, and his family attachments and 
social ties piove sometimes to p stron g to be shaken^ __ 
off, and he does not care to _go_out_at any distance 
fiom home. 

(v) The masses ate mostly ignoiant andJ Uite - 
rate, they do not even lead newspapeis, and 
they aie seldom awate of the opportunities of 
employment 

(ct) The geneial povei ty ofLtho^jpeopjc^ lack - 
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of. adequate and cheap facilities of transport, absence 
of a common language, different geographical 
conditions, different social customs of different lands, 
and lack of housing accommodation in the industrial 
centres are some of the other hindrances to mobility 
of labour in India. 

But the environments a^e changing. The 
conditions are not the same as obtained half a 
century ago. Many of the above mentioned causes 
hare lost their importance. Caste system no longer 
holds its universal sway over the people, and 
social customs generally have ceased to be as great 
a hindrance as they used to be. Moreover, the 
introduction of ' improved facilities of transport 
and communication together with the opening of 
new avenues giving better employment by the 
development of large-scale cotton, jute, coal, iron, 
and tea industries, and the increasing pressure of 
population on land, etc., etc., have all helped to 
make hibour much more mobile in Iudia today 
than it was a few decades ago. Thus we find to- 
day that competition has reached the most distant 
villages of the country, and there is a periodical 
mierration of labourers form one part of the country 
to another, e.g., labourers from U.P. and other pro- 
vinces work in the tea gardens of Assam, carry on 
rice cultivation in Bengal, coffee plantations in 
Ceylon, and rubber plantations in Burma; Punjabi 
carpenters and other artisans work in U. P., agri- 
culturists are seen becoming manufacturers and 
lawyers becoming teachers: Brahmins are found 
taking up the trade in leather and shoes, etc , etc., 
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Standard of Living and Wages;— 

Standard of living affects wages in two 
ways. Firstly, on tho supply side, it p uls a check 
on the _ growth oj jtojmlation — a labourer with a 
standaid of life will seldom many or have children 
unless be can secute for his family at least that 
standard: 

“Among the hotter classes of artisans theio 
is a marked tendency to dolay marriage and limit 
the number of childien, so that conditions of respec 
tabihty may bo maintained. But whore the 
standard is very low we find that hopelessness and 
carelessness as to tbo futato tend to make the ave- 
rage family comparatively large, and^sxs a lcsult of 
this, very low rate ol wages perpetuates i teol f/* 

Thus we see that the standaid of living det- 
eimines ^.whether the population shall be large~~or 
not. In other woids, it detci mines the supply of 
labour, A high standard of living means fewer births, 
a smaller supply, and bettei wages; a low standmd of 
living means a large supply, and lower wages [Also, 
labourers with a good standaid ofliving haven 
bargaining power. They can withhold their labout 
or, in other words, refuse to work, unless they get 
the wages necessary for their standaid ofliving.] 

Secondly, on the side of demand standard of 
Hmnq, nffacUi. cffcrSrjncjy , Thft, hi jjlmx. a. man’s. shuiibuH. 
of living, the more nourishing Jcod_.he~.wHL have, 
the better clothing, the_ betteiv.JioU5mg_coudi- 
tions; and all these things improve the physical 
and mental alertness of thejyojhing man and lesist 
tho effects of fatigue. (Also, leisure for intellectual 
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and spiritual development, freedom from worry 
and anxiety, a hopeful prospect of Bocial advance- 
ment for his children all contribute to labourer’s 
effectiveness as a producer.; The result is that the 
labourer2s,„efficiency becomes greater, his produ- 
ctivity improves, and the employer becomes willing 
to give him a higher wage. 

Thus we see that standard of living plays a 
very important s part in the determination of wages. 
The rate of wages, in its turn, has also a great 
effect on the standard of living — the higher the 
wages, the hi gher„ Jpecomes the standard of living 
For example, the stand.ud uf living in India 
is low, and wages are also low; the standard of living 
in England is high, and-wages are high, too. And 
because wages are hi^h in Knghmd, the standard 
of living there is high, while the wages are low in 
India and, therefore, the standard of living is 
also low. 

Efficiency (or Productivity) and Wages.— 

There is also an intimate relation between 
efficiency (or productivity) and wages. Wages are 
determined by the demand for and- supply of labour, 
and the demand price for labour depends upon the 
^marginal productivity of labour. That is to say 
the maximum the employer wiU at any~ time pay 
for a labourer depends upon the addition in the 
output caused by the labourer, the addition in the 
out-put naturally depending upon efficiency. Thus 
the more efficient a labourer is, tho greater will 
be his productivity, and the higher will be his 
wages. And we can say that demand for labour 
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depends upon efficiency oi pioductmty 

Not only aie wages defcei mined by efficiency, 
but they also influence efficiency, and that is why wo 
often heai the phrase “ economy of high wages'* 
When wages aie high, the etandaid of living of the 
labourers natmally becomes high, and highei stand 
aid of living bungs about gieatei efficiency, and 
enables the labouieis to woik with a feeling of 
satisfaction, loyalty anddovotion Low wages, on the 
othei hand, Iowei the standard of living and bung 
about inefficiency and a feeling of uniest which is 
so harmful to the continuous ana successful conduct 
of industrial pioduction Thus high wages and effz 
ciency go togethei, and if wag @8 are raised, greater 
and gieatei efficiency must follow — when once the 
wage late of the low paid worker has been lRiaed, 
he auiomatically becomes woith the wage and 
then wages ind efficiency both go on increasing, 
one after the otliei Unfortunately, wages m India 
aie extremely low and the natuial consquence is 
low efficiency 01 pioductivity Indian laboui is 
low paid but deai because then efficiency is sojow, 
Social Customs and Wages — 

A thud factor that has a geafc effect on 

wages is the social customs, like the caste system in 
India They effect "wages and efficiency by influenc 
ing supply, by lestucting mobility ot laboui and 
by standing in the way of competition Foi example, 
sweepeis and washermen die and their numbers 
deciease Others cannot join the woik of these woik 
eis /The result is that tho w ages rise wihout an 
increase in the hbouiets’ efficiency Similaily joint 
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family system prevents a man from going out and 
stands in the way of mobility of labour. Early 
marriage system increases the birth-rate and lowers 
the standard of living. And social customs, like 
expenses on occasions like births, marriages and 
deaths'' reduce the amount of necessaries, comforts, 
and luxuries available to the labourer, and thus 
affect his productive efficiency. 

Custom was the chief regulator of wages in 
India till the middle of the last century, but gradually 
competition is finding its way in the villages. 
However, even now custom is the regulator of wages 
in India to some extent; and labourers in villages 
are sometimes paid only grain as wages, and 
sometimes cash wages are accompanied with custo- 
mary amount of food, tobacco, clothing, etc. 

Causes of differences in wages 

We have now seen how wages are determined 
and what the various factors that influence wages are, 
Let us now sum up various causes of differences in 
wages : — 

(a) Why wages differ in different occupations.— 

In comparing the relative rate of wages in 
different occpations we must first be sure in our 
minds if we ai'e talking of nominal or real wages. 
What is important' to the worker is his real wages 
and not his nominal wages, and it is very possible 
that while nominal wages may be equal in two 
occupations, the real wages may differ considerably, 
or the real wages may be equal while the nominal 
wages differ. But if the real wages in different 
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occupations diffbi this must bo ittnbutablo to a 
lack of perfect mobility 

In all countries the labouring population is 
divided into a number of groups, each gioup having 
the capacity to do a particular kind of work, and 
the wages ot a labourer in a gioup aie deteinnned 
by the punciples of supply and demand as applied 
within that paiticulai group J?oi example, __tbey 
are divided into four groups (i) t he com mon day* 
labouieip (11) the semi skilled woil eis and artisans, 
(m) the si died workers and edu cated gioup of 
clerical workers, and (tv) highly quihfied piofessional 
men lil e lawyeie engineers, doclrns men of high 
business ability and mon of high executive capacity 
These vanous gioups are geneially called non 
competing groups of workeis in the society, because 
labouiois of one group can liaidly compete with 
the labuiers of another gioup because of expenses 
of education and ttaining, the subtle influence of 
euvnomnent and differences of in born gifts Be 
sides, some jobs aie obtained thiough “influence 1 ’, 
and in otheis, such as selling of insurance or ehaies 
oi expensive cais, a personal knowledge of tich 
people is an asset fn such cases the child of well to 
do p uents l l 0 iu& life with a great advantage In 
any case each gioup of laborn has its own wage 
pioblem \n oiclinaiy day labourer cannot compete 
with a young man with univeisity degrees fiesh 
fiom England to be a professoi Similaily a shoe- 
makei cannot be a tiaffio mspectoi ( In India, the 
presence of caste lias fuithei limited the numbei 
of libouieis belonging to a paitieulu class The 
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supply of each kind of labourer depends to a pretty 
large extent upon birth and caste, it being not 
possible for the son of a cobbler to become a weaver, 
Tor a weaver to become a goldsmith, and for the 
son of a goldsmith to become a sweeper.) Naturally, 
wages of different groups must differ ; and there 
is no such thing as a general rate of wages in 
modern civilisation. 

However, there are certain other causes to 
< which diffe rences in wages ( nominal wages, to be 
moie .exact ) may be attributed: — 

(i) Agreeableness or disagreeable ness of differ- 
ent cccpations. Agreeable, occupations aie more 
attractive, and, therefore, command a lower rale of 
yviigts than those not agreeable. ‘The butcher is 
paid more than the baker’, Adam Smith. (On this 
analogy, no doubt, sweepers must be paid the highest 
wages, while they actually get the lowest. The 
special .reason tor this is that the sweepeis in India 
have not the option to take to any other work. They 
cannot but be sweepers. In other countries, how- 
ever, their wages are higher.) 

(iii) Ease or difficulty of learning the business. 
Occupations which require greater difficulty, or 
longer time, of higher" expenses, in learning - must 
command higher wages -than others. The bar- 
/rister’s wages are higher than the cleik’s. The 
heavy expenses involved in becoming a bar-at-law, 
and the long period of time required, explain the 
shortage of barristers in comparison with clerks. 

(iv) : Regularity cr ir regularity , and security or 
insecurity of employment — Inegularity or incons* 
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tancy of an employment makes wigea higher A 
labourer in a eugai factory must get lnghei •wages 
because the factoiy woiks only for half the yeai, 
and, similarly, a lahourei required only for the pei lod 
of war has *o be paid higher wages than labouieis 
on peimanent jobs 

(v) Responsibility or irresponsibility of the occu- 
pation — Responsible workers aie generally paid 
htghei wages than those who are not responsible 

(vi) Certainty or uncertainty of success — Where 
theie is gieatei lisk in success, the reward fot 
success will also be lelatively higher. 

( v 1 1 ) Social esteem or dn esteem — Posi ti on s which 
carry social esteem ot influence, cany low wages, 
oi may even be done honoianlj, e g ,the work of a 
municipal board chanmau or of an honorary magis 
tiate, while the woil of v hangman ( executioner ) 
having a socul dis-estecm attached to it must be 
paid sufficiently well to attract people to do the 
duty woik 

In shoit it may Ik said that inequality ofjvages 
is due either to mi quality in uork or to jimmobility 
of labour , 

( 6 ) Why wages differ in the same occupation 
Not only do the wages of labouiers in different 
occupations differ the wages of labourers in the 
■aatoe wteo differ ftova person to per sec. 

and place to place Tins is because of the following 
additional leasons: — 

(i) JJifference in efficiency or productivity — ^ 
borne labouieis aie efficient and have-gre ater pro- 
ductivity, while olht is _ai e_m efficient and have 
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smaller productivity. Naturally the former get 
higher wages than the latter. For" example, an 
English "labourer produces more than an Indian 
labourer and gets higher wages. Similarly, an 
overseer gets more than a coolie because the value 
of his net product in the market is greater, etc,, etc. 

(ii) Conditions of supply- Where labour supp-. 
lies are comparatively plentiful, wages tend to be 
low; where there is scarcity of labour, wages tend 
to be high. The supply of labour, however, 
depends, in its turn, on the standard of living of 
the people and their readiness to move from one 
place to another i. e. place mobility. 

- (e) Why wages of men and women differ. — The 
wages of women as a class are generally lower than 
those of men, because in most cases women have not 
the strength and endurance of male labourers, or> 
enough of education and training, and thus are less 
'productive. But it has been seen that even where 
'women are of equal strength and ability, they do 
not get wages equal to those of men, e. g., Bikaneri 
women labourers are in certain respects better 
workers than men and yet their wages are smaller. 
This is due to the fact that custom and lack of 
education prevent them from ■ entering the labour 
market on the same terms as men, and _ they have 
little or none of organisation. For example, in some 
towns of India a considerable number of purdah and 
non-purdah women are found to do sewing woik, e, 
g., making kuo'tas, stitching Hhafs, etc,-, and though 
• their work is in no way inferior to the work of men, 
the wages they recei ve are much lower. This is due to 
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the feeling of helplessness and weak nesscliawicteiis- 
mg female labout, ind to the lack of organisation. 
Another leason still ioi the low wageB o[_ women 
inborn ei a is tint they h ivc confined then activities 
m a limited field find ns then number is huge, inspite 
of an appieci ible piopoition of them never wanting 
employment the wages tie brought down moie 
than m the case of men, for whom i much wider 
field of employment exists — e. g, in fighting 
services, and in heavy industues like non, men only 
aie employed Lastly, women labouicis have seldom 
to euppoit families like men and their cost of main- 
tenance is lowei 
Trade Unions and Wages — 

A lhade Union lias been defined as il a conti 
nuous association of uage earners for the pnrp s« of 
maintaining or improving the conditions of their 
employment ”, It is an association of ivoikeis in the 
aimeoi allied tradts, which collects funds fiom its 
members and applies them, fiietly, to supp it llnse 
of its membeis who cannot obtain eurp < j went 
except on teims which ate conti ary to the general 
trade policy of the union, and secondly, to grant 
cei tain benefits to members in need '1 ho tints of 
the union genotally ire (a) the increase of wages 
(6} the i eduction of the houts of labour, (c) the 
secuung of better conditions of woik foi libouiers, 
and ( d ) the defending of the individual labourers 
fiom aibitiary and unjust tteatment by the employ 
eis And the method used by Uum is the method of 
strike 

Tiade Unions are a necessary thing in 
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modern industrial life. Capitalists are in a better 
position to dictate terms tlian the labourers, because, 
as we have already read, labour is perishable, and 
th e ^labourers are unable to bargain with the em- 
ployer on fair terms, because of this weak position. 
The on ly way in which the labourers can compete 
successfully is to organise trade unions and to 
replace individual bargaining - by collective bargain- 
ing^ Trade unions actually claim to do so, and 
there is some truth in this statement. But the 
power of unions to raise general wages is not very 
great. They can raise wages upto the point of 
marginal productivity of labour, bub if they attempt 
to force up wages higher than this, they will not be 
successful, for the employers would rather stop 
production than pay beyond the produce. However, 
[they— can..j;aise the wages of a particular trade by 
restricting or limiting the supply of labour in that 
trade; but even this -is subject to certain conditions 
( 1. That there is no alternative method of obtain- 
ing the commodity, i. e. no new group of workers 
"can produce it. 2. That the demand for the 
commodity is not very elastic— if the demand is 
elastic, a higher wage would mean higher price, 
smaller demand, and lower income to the employer 
who may have to think of stopping production. 
3. That wages (orm only a small proportion of the 
total expenses of production of the commodity, for 
in this case alone a rise in wages may be possible 
without a rise in price. 4. That the other classes 
of workers in the trade, are squeezable, or at least 
are not in a position to secure for themselves an 
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incieisul sh.uo ot the puce of the joint product by 
limiting artificially tho supply ol then labour ind 
capital) Besides, oven this use in wages can 
not list long, unloss tho use is accompanied by 
moi cased efficiency 

Foitneily tiade unions weie consul oied 
unlawful in Imln atid existed only as seciet socie- 
ties But ihey hivo now Ucn^legahstd Theie 
aie about two bundled iegi«»teted unions aheady 
with a membership of five lakhs. About half of 
these unions howevei, have been foimed by govern- 
ment servantsand imlway employees, whilo the move- 
ment has not mado much headway in the mauu- 
factunng industnes There me many difficulties in 
the way of pi ogress of these unions— the floating 
chai&ctei of laboui, then illitciacy, then extieme 
poveity, the diveisily of laces aud languages, the_ 
absence of esput-de coips, etc, etc, and so fin the 
tiade union move ment iu India has not acquned ti 
veiy stiong hold on the membcis 
Factory Legislation — 

The Government also liom time to time tikes 
measuies to improve the conditions of mdustual 
laboui. For example, the Government of India has 
passed Factoiy Act*, Mine Acts, Workmen’s 
Compensition Act, Iiade Disputes Act etc, etc, 
jTlYtf <5/ auvtf 

as follows — 

(a) Laboui ©is cannot bo made to work in 
the factones foi moio than 54 hours a week Working 
horns per day cannot be moie than 10 above 
gioupd and 9 undoi giouud One houj ru a day 
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must b.e observed as rest, while one day in the 
week must be observed as holiday. 

(b) No woman is to be employed during night 
or underground in mines. 

(c) No child can be employed in any factory 
unless he is certified to have attained the age of 
fifteen and to be fit. And no child can be put to 
work for more than 5 hours a day, 

(d) If some labourer meets with an accident 
in the discharge of his duties, and loses his life or 
limb, the employer has to pay a certain sum as 
compensation for this loss. etc., etc 

QUESTIONS 

1. Explain the meaning of real wages and nominal 
wages, and exemplify your answer by reference to the wages 
of a mason, a domestic servant, and a police constable. 

2. Do you agree with the statement that wages are 
determined in a similar manner to the price of commodities ? 

3. How far are wages determined by efficiency or 
productivity of labour ? What effect has the standard of 
living on the determination of wages ? 

4. “Many businessmen are coming bo learn the economy* 
of high wages, and to recognise theat cheap labour is dear 
labour. M Bring out clearly how high wages mean economy, 
and how low wages mean waste. 

" 5. How far do you think Indian social customs prevent 
wages from rising and falling in accordance with the efficiency 
of the labourer ? 

6. Explain 'mobility of labour. 1 Give an idea of the 
degree of mobility attained by (1) the Indian cultivator, (2) the 
Indian labourer, and (3) the Indian artisan; and give reasons 
for the state of affairs. What would be the effect on the rate of 
wages, if there obtained complete mobility of labour ? 

7. <( A considerable portion of the village labourers in 
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Northern India prefer 4 annas a day in their own village to 7 or 
8 annaB a day in a big city Can you explain why this is so ? 

8 ‘ The attractiveness of a trade depends not on its 
money earnings but on itB net advantages” Discuss this 
statement fully. 

9 What causes give rise to differences in wages in 
different occupations in India ? 

Can you explain why there is a difference in the earnmgs 
of (a) domestic servants, (b) University teachers, and (c) Public 
employees ? 

10 Explain — 

(a) Labour is perishable. 

(b) Wages tend to equal the marginal net product 
of labour 

11 Write notes on : 

(a) Trade Unions in India. 

(b) Factory Legislation in India 



CHAPTER 14. 

INTEREST 

What is Interest. — 

Interest is the price paid for the use of capital. 
It is the income which capital returns to its owner 
whether he lends it, or employs it himself in his 
own business. 

Gross Interest and Net Interest, — 

The interest of which we speak when we say 
that interest is the earnings of capital simply, is net 
interest; but what commonly passes by the name 
interest includes other elements besides this and is 
known as gross interest. The term Gross Interest 
is applied to. 

(a) Payment for the use of capital alone , that is, 
assuming that there is no risk of losing the capital, 
and no iuconvenience, work, or worry involved in 
getting it back. For example, when a person gives 
a loan to the Government the interest received is 
only for the use of money by the Government, be- 
cause there'is no (or very little) danger or risk invol- 
ved, and hardly any cost of book-keeping and cor- 
respondence, or work, or worry. (This is known as 
Net Interest But when to this are added some or 
all of the, payments mentioned below, it becomes 
Gross Interest. ) 

(b) Payment to cover risks: It very often 
happens that the borrower turns dishonest and runs, 
away with the loan, and, therefore, the lender, in 
addition to the return for the use of capital alone, 
demands something • as an insurance against the 
possible loss of capital due to insufficient security. 
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(c) Payment for the inconvenience of the invest • 
menV Sometimes the lender has also to run aftei 
the debtor to realise his money which somehow 
gets locked up for a long period, and naturally he 
demands an additional payment for this inconve- 
nience and tiouble. 

(b) 'Payment' fot work of book-keeping, keeping 
a watch over the investment, etc. In case the lender 
incurs a great deal of expense, or has to put in work 
in Older to watch Ins investment, he is likely to 
demand payment foi such oxpense or service also. 
These payments combined are called gross 
interest btifc if from these wo deduct the expenses of 
the (b), (c). & (d) kinds whatever is left will be 
called net interest. In othoi words, if we consider 
only tho payment mentioned in part (a) above it 
will bo called net interest. 

Why is interest paid — 

Interest is paid because capital is productive. 
This service of capital m production is rewarded by 
a shaie in distribution in tho form of interest. 

Interest was condemned by all early writeis and 
in all ancient communities — because loans were taken 
for cbnsumption pui poses (eg. for pui chasing food 
and clothing, etc) by the most needy people in 
society.. It boro heavily upon them with theii 
poor incomo and was therefore, condemned. In 
our times, most loans are for productive purposes, 
and the producer who borrows capital at 5% utilises 
it profitably to make a gain of 10% with it; and so it 
is perfectly justified. In fact, modern industrial 
development is based upon the system of bonowing 
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and lending capital. However, even now attempts 
are form time to time made by governments to 
prevent the undue oppression of the needy by the 
money lender. 

Why is interest demanded, — 

Interest is demanded because the lender has to 
make some sacrifice in abstaining from immediate 
consumption of capital and lending it for future 
use or enjoyment. It is, as some persons pub it, the 
payment which a man requires in order to equate 
future with present satisfaction. For example, if a 
person is given the choice of Rs. 100 now or the 
same stlm .a year hence, he would choose the 
payment in the present. In order to induce him to 
accept the sum a year hence he must be offered, say, 
Rs. 105. Interest is, in fact, the 'price paid for 
waiting. 

How is interest determined. — 

The rate of interest is the pi ice of capital and is 
determined by the relation of demand and supply. 
There is a supply pi ice of capital and there is a 
demand price for capital. When these two prices 
equalise, the rate of interest is determined. 

The supply price of capital is determined by the 
marginal forbearance or marginal abstinence — i. e., 
the sacrifice and hardship involved in saving or in 
putting off the persent enjoyment to the future. 
And the demand price of capital is determined by 
the marginal productivity of capital. Supply de- 
pends upon the capacity of the people to save — 
i. e., upon their surplus over expenditure; upon their 
will to save — family affection, love of power, foresight; 
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and upon the sccmity of life and pioperty, methods 
of safe investment, piesenco of banks, etc., etc 
And demand depends upon the volume ol tiade 
and industiy in theeountiy i and the needs of the 
government. 

There is a close relation between the rate of in- 
terest and the supply of and demand for capital : 


Supply of capital huge 

Inteiest low 

Interest low 


Supply small 

Supply small 


Inteiest' high 

Interest high 

and so on 

Supply large 

Demand foi capital laige 

Inteiest high 

Interest high 


Demand small 

Demand email 


Interest low 

Inteiest low 

and so on. 

Demand laige 

This action and leaction is always 

going on in the 

market. And at a point wheie supply is equal to 
demand we have the maiket late of interest. 

Let us supose that on a eeitain date the condi* 

tions of demand and 

supply rue as 

follow 

Rate of 

Demand foi 

Supply of 

Interest 

Capital 

Capi tal 

12 per cent 

l ci oi e 

- 10 croies 

9 r 

2 „ 

8 „ 

8 „ 

3 „ 

' >» 

7 

4 „ 

6 M 

6 „ 

5 „ 

5 „ 

5 . „ 

6 » 

3 „ 

4 „ 

7 „ 

2 „ 

3 „ 

8 „ 

i „ 
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We find that at 6 p. c. the supply of capital and 
demand tor capital are equal, whereas at other 
rates they are unequal, 'i herefore, 6 p. c. is the 
market rate of interest. At any other price above 
the market rate, supply exceeds demand. Excess 
of supply tends to bring the rate down the equil- 
ibrium price Similarly, for any price below the 
market rate, demand exceeds supply. Excess of 
demand tends to push the rate up to the equilibrium 
price. And we can say that the rate of interest 
depends upon the demand for and the supply 
of capital. 

Note . Net interest has a tendency to fall with 
the growth of civilisation. Savings of the people go 
on increasing from day to day, and the supply in 
relation to demand goes on increasing. Some 
people even think that (here is every possibility of 
the rate of interest tailing to zero, due to saving, as 
also due to over investments, and .the operation of 
the law of diminishing returns in production in the 
futui'e. This may be so in theory; but the actual 
conditions of the economic and business world point 
us the inaccuracy of the statement. However fast 
the accumulation of capital may be, it will always 
be outstripped or at least counter-balanced by new 
investments in the future which will open fresh 
fields for the application of more and more capital. 
Why rates of interest differ. — 

If there is perfect competition in the market, 
the rate of interest ( net interest ) must be the 
same everywhere. Whenever there is a rise in 
interest anywhere, the rise must attract capital 
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from ibioad , and consequent inoioase m the supp 
ly thuie, and scarcity elsewheie, must equalise the 
lata of inteieat in ill puts of world market But 
just as there is the immobility of laboui, theieisalso 
the immobility of cipital and that does not penult 
the free movement of capitil fiom countiy to 
countiy or industiy to mdustiy Subject to this 
condition net interest tends to be the same every* 
where 

However, this is not the case with gioss 
mteiPst Diffeient ratos aie chaiged on diffeient 
types of loans What aie the causes of these dtffei 
ences * Why is it that the government can borrow 
money by paying mtei ost at 3 p c while the poor 
cultivates have often to pay 15 p o or more ? 
Some of tho causes whtch bring about differences 
in (gross) interest are — 

(а) Degree of risk tiling — Pnvate mone^ lend 
eis advance money on peisonal secunty, whilo 
banks insist on pioper socuuty. Hitunllj, the 
foimei charge a ln 0 hei rate of interest than the 
banks— the gieitei the usk, the highei the late 
of interest. 

(б) Cost of collection of the loan and the incon- 
venience, work and wont/ involved also differ in 
diffeient cases, and, theiefore, the rates of intei est 
also differ 

(c) Period of loans — the longer the period, the 
greater the usk, the highei thoiate of interest 
and the shoitei the period the lowti the l ate of 
interest 

(d) Rates also differ from season to season — 1 he 
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rate fs higher in the busy season than in the dull 
reason, particularly so in India, where the currency 
system is nol quite elastic etc., etc. 

If we bear these points in mind we can at once find 
reasons for the high rates of interest charged by the money-lender 
from the ryot or the farmer : 

( a) The loans are often given on unsound security, and 
it is sometimes difficult to get back the capital altogether. The 
security offered is the produce of the land, which is absolutely 
uncertain, success depending more on natural factors. 

(b) Capital is mostly borrowed not for productive purposes 
bub for consumption purposes, e.g., in marriage, Shradh , Bhat, 
etc., and, therefore, the repayment of loans is not made from 
the surplus resulting from productive* use of capital, but from 
other sources. Naturally capital gets locked for an uncertain 
period, and recovery becomes difficult. 

(c) The farmer is known to be a person of narrow means, 
extravagant habits, and extremely unpunctual in the matter 
of paying back the loan. 

(d) There is no banking organisation in the interiors of 
the country where money-lenders carry on their business, and 
consequently there is no competition. The village farmer is 
not in a position to borrow from anywhere else, and is at the 
mercy of the money-lender. 

The only way by which the rates of interest can go down, 
•and relief can come to the cultivator is the extension of banking 
facilities to the villages, and, above all, the formation 
of Co-operative Credit Societies in larger numbers. Already 
their influence is being felt in the villages and the rates of 
interest have slightly gone down. 

[ For a detailed discussion of Co-operative Societies, *ee 
the footnotes in the chapter on Banks and Banking from page 
168 to page 177 j. 

Peculiarities of Interest in India; — 

. i) The rate of interest in India is higher than 

that in England or other industrial countries of 
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India being an agricultural country the demand for 
money is concentrated during those periods when 
crops are harvested. There are two crops in India, 
namely Rabi and Kharif which are ready respecti- 
vely during the months of April and May, and 
the months of October and November; and this is 
also the periodlwhen marriages mostly take place in 
India. Naturally the demand for money during 
these short periods is great and the rates of interest 
aie high as compared with the rates in other paits 
of the year. Another reason for this dis- parity in 
the rates during the busy and slack seasons is that 
the system of banking and currency in the country 
is not quite elastic. 

In a word, there is little mobility of capital 
in India. Capital does not freely flow into produc- 
tive channels, or move from place to place or indus- 
try to industry. On account of the general 1 back- 
wardness and poverty of the people, savings have 
been slow and inadequate; and whatever capital we 
have is either unproductively hoarded or buried in 
the'bowels of the earth, locked up in jewellery and 
buildings, or frozen through a purchase or mortgage 
of land which appeals still to the people, as it 
seems to give them an air of superiority and high 
status in society. Besides, people are very conser- 
vative and are not prepared to give up agriculture 
and join a more paying profession. 

Environments are, however , changing. People 
are beginning' to appreciate the advantages of sav- 
ing and investment, and capital is becoming more 
and more mobile, as is shown by the increase in 
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the number of blanches of vaiious banks, Govern* 
ment loans, share markets, "insurance companies, 
cotton and jute mills, steel concerns, sugar mills and 
factories, cigaiefcte and match making factories, etc. 
What is needed is moio banking facilities and a 
sound system of curiency. 

However, of late the people have begun to 
appreciate the advantages of saving and investment. 
Durmy the last twenty-jive years , capital has be- 
come more and more mobile, as is Bhown by an in- 
crease in the nurnbei of branohes of various banks, 
government loans, shaie markets, life assurance 
companies, sugai mills and factories, cotton and 
jute mills, steel concerns, cigarette factories, 
etc , etc 

What is needed is moio banking facilities, in- 
cluding indus t tial banks, successful joint-stock 
companies and a sympathetic policy of the Govern- 
ment. 

Interestand Rent. — 

Difference. 

(а) With the piogicEB of society capital tendB 
to increase and consequently interest tends to fall 
But as land is limited, lent tends to rise with 
the growth of population. Thus the fonuer tends 
to fall with economic piogiess, while the lattei . 
tends to use with economic piogress 

(б) The into of puie or net interest tends to 
equality whei eas i ents differ considerably accord- 
ing to differences of feitility and situation. 
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(c) Rent does not enter into price ; interest does 
so and plays an important part in the oost of pro- 
duction, for we may conceive of a no-rent land 
but cannot assume that a certain portion of capital 
is unproductive or useless. 

(cl) Interest affects the supply of capital ; rent 
does not affect the supply of land. The latter is 
more or less fixed by Nature. 

Interest and Wages. — 

Gross interest may differ from place to place, 
from time to time , and from person to person ; but 
net interest is practically the same. It is due to 

t 

the fact that capital is becoming more and more 
mobile. In fact, with the advance of society and the 
development of joint-stoclc companies, and stock 
exchanges, it is likely that one rate of interest may 
reiah all over the world 

o 

Bub such is not the case with the rate of wages. 
The market fpr labour is not so wide as that of capi- 
tal. Labour is not so mobile. Supply and demand 
cannot be adjusted so quickly as in the case of capi- 
tal. It takes years to increase or decrease the 
supply of labour. Hence the rate of wages differs 
from place to place, time to time, and person 
to person, according to the demand and the bar- 
gaining capacity of both parties. 

QUESTIONS. 

1. Distinguish between net and gross interest, and account 
for the disparity between them. 

2. Define interest. How is it .determined ? What are the 
peculiarities of interest in India? 

3. What are the conditions for the growth of capital in 
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a country? Illustrate with special reference to India [See chap 
ter on Capttal] 

4 The rate of interest depends upon the demand for and 
supply of capital “ State what factors determine the demand 
and supply of capital respectively 

5 Point out the causes of the prevalence of very high rates 
of interest in Indian villages What measures would you pro. 
poBS for lowering the rate of interest in rural India ? 

6 What is meant by mobility of capital ? What are the 
causes which hinder the mobility of capital fn India ? What 
remedies would you suggest for the same ? 

7. Why is the rate of interest, as commonly understood, 
different from place to place time to time, and person to 
person ? 

8 An U P farmer borrows from the Mahajan at 16%, a 
merchant in Aligarh at 9% from the Bank, and a London busi- 
nessman at 6% in the London Mone> Market Explain the 
differences in the rate of interest 

9 What are the causes of rural indebtedness In India ? 
How far have the cooperative credit societies succeeded fn 
solving this problem ? [ Bee chapter on Banks and Banking] 



CHAPTER 15. 

PROFITS 

What is Profit. — 

When production was simple organisation was 
not considered as a separate factor of production, 
but t'he functions of the entrepreneur under modern 
conditions are of first-rate importance for the 
following reasons t — 

(a) Large scale production means that a large 
number of labourers are to work with a large 
amount of capital ; and land, labour and capital 
have to be brought together and managed in the 
best possible way. This is not possible without 
somebody at the head, 

(bj Modern business involves many risks. Pro- 
duction is can ied on in anticipation of demand, 
and there is a big gap between the commencement 
of the production of a commodity and its reaching 
the hands of the. consumers. During this period 
so many unforeseen things may happen. There 
may be a shortage in the supply of raw materials. 
Fashion or custom may change. Competitors may 
enter the market Substitutes for commodities 
may be found. New inventions may be made. 
Labourers may go on strike. Forecast of the other 
factors of production may not come right.® The 
Government may impose some new duty. Or, there 
may be political unrest in the eountiy, and even 
natural calamities, like fire, water, or earthquake 
may make their appearance. In short, risk is 
inevitable ; and there must be somebody who is 
willing to take risk. 
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Thus the entrepreneur hag to discharge two 
important functions in modern industrial life. He 
manages or mgauises the business, and also takes 
lisks. Foi these seivices, he has to^ be paid, and 
profit is the price paid for the services of the enlre * 
preneur in production. The part of profit that he 
gets in return for organisation or management is 
generally known as earnings or wages of manage' 
m°nt, and should more ptopeily go under the head- 
ing “Wages’ 1 ; while the part that he gets in return 
for taking the risks of business is known as com- 
pensation for risk, or reward for enterprise or profit. 

[ In fact, if there urn e no payments in the form of 
profit, many useful and productive enterprises would 
have remained un-Btarted. It is the attraction of 
earning enormous profits which enables people to 
risk their all in pioduotioo, and hence, the payment 
of profit is a necessary item in the economic system 
of today.] 

What is Gross Profit.— 

In common language, howevei, when we speak 
of the profits of an ©ntreprenem , say, during a 
particular period, we mean the excess of pnpea which 
he gets over and above his expenditure for the ' 
amteints sold during that period ; that is to Bay, 
the amount which remains with him when he takes 
away his expenses of production from his total 
inoome. 

“Profits me a Burplus over and above the 
expenses of production,” — 'Ely. 

The term so understood means gross profit, ^ 
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and is not simply the earnings of management or 
the reward for enterprise that have been referred 
to above, but a mixture of many other receipts, too, 
which cannot be said to be in any sense directly due 
to the entrepreneur. For example, in many cases, 
entrepreneurs provide themselves with a part, or 
the whole of their capital, and also land, then the 
income which they will receive in return for the 
use of their capital and land, though these should 
properly go to the headings interest and rent, would 
also be included in the term ‘profit’. Similarly, it 
will include the depreciation and maintenance 
charges which, if business is to continue, must form 
a part of cost of production and be set aside for 
r enewal or replacement of capital when it becomes 
worn out and obsolete. And again it will include 
some extra-personal gains due not to the business 
ability of the entrepreneur, but through a lucky 
stroke or chance, e. g\, due to a sudden outbreak of 
war there may be a rise in prices, or an unexpected 
announcement regarding the holding of a royal 
durbar may mean a very much increased demand for 
a number of commodities, or the failure of America’s 
cotton crop, say. may give an extra profit to the 
growers of cotton in India, without any special 
effort on the part of the entrepreneurs tliere. 
Evidently if we want to find out the true or pure 
or net profits we have to make allowance for all 
these. It is only when these have been deducted 
from the gross profits, that we can know the net 
profit. 

, Gross profits may thus be analysed as follows^— 
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GROSS PROMT 

I 

i i i i 

Rent of entra Depreciation Monopoly NET PROFIT 

prenear a laud, and gains 

if any Replacement and 

Interest on ohance gain 

entrepreneur s 

capital if any 


Earmnga of Reward for Surplus 

Management Risk taking Profits, 

or 

Wages of 
Management, 

[ When we talk of piofit m Economics we 
mean puie oi net profit only, winch, however, 
accouling to some economists includes both lewaid 
foi risk-taking and surplus piofit, and aocoiding to 
others only one of the two, ] 

What is Net Profit ? 

How is it Determined ? 

As we have just seen, Not Profit is made up 
of three parts — 

(i) Wages or earnings of management — Lai ge 
scale pioductiou meanB that' a large numbei ofla* 
bomeis aie to woik with a laige amount of capital, 
and land, Jaboui, and capital have to be brought 
togethei and managed in the best possible way, 
vs hiclris, of course, not possible without somebody 
at the head In modem mdustml life the entre- 
preneui does this woik He manages 01 otgameea 
the business, and he must be paid some price foi 
these services, and this price is known as the wages 
or earnings of management ( Some economists 
however, put this under the headmg Wages ) 
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(ii) Compensation for risJc or reward fox enter- 
prise ( Normal Profit ), — Modern business also in- 
volves many risks. There may be a shortage in the 
supply of raw materials. Fashion or custom may 
change. Competitors may enter the market. 
Substitutes for commodities may be found. New 
inventions may be made. Labourers may go on 
strike. Forecast of the other factors of.production 
may not come right. The Government may impose 
some new duty. Or, there may be political unrest 
in the country, and even natural calamities, like 
fire, water, or earthquake may make their appea- 
rance. There must be somebody who is willing to 
take these risks; for the landlords will have their 
rents still, labourers their wages, and oapitalists 
their interest. It is the entrepreneur alone who 
takes these risks, and he must get some compensa- 
tion for these risks, or, in other words, some reward 
for his enterprise. 

(iii) Surplus Profit — Sometimes in addition to 
the wages or earnings of management, and the 
compensation or reward for enterprise, some entre 
preneurs get also some surplus profits, arising out of 
the fact that different entrepreneurs work in diffe- 
rent circumstances. Just as there are natural differ- 
ences in the quality of land, so there are differences 
in organising and risk-taking abilities. There are 
exceptionally able and fortunate businessmen of the 
type of Tata, Henry Ford, and Bata, as well as 
ordinary ones. The former enjoy a rent of ability 
arising out of exceptional Bkill or ability, and this 
is their surplus profit. 
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Now the first of theso is more or less a kind of 
wages. It is only a superior type of wages — the 
wages of management. In fact, it should be consi* 
deted under the heading wages. It is determined 
also, like wages, by supply and demand. 

. Coming to the second of these, this is also 
determined by the law of supply and demand 

Normal profit 'depends upon the demand for 
entrepreneurs at any time and in any industry, and 
the supply of them. The demand for entrepreneurs 
depends upon the field for enterprise in the country, 
that is, the number of businesses waiting to be 
started, while the supply price of entrepreneurs 
depends upon the amount of profits that induce the 
entrepreneurs to undertake the enterprise. If, 
relatively to the demand for them, the supply of 
a pai ticular class of entrepreneurs inci eases, their 
marginal productivity will decrease and the profit 
in that industry will go down. If, on the other 
band, the number of entrepreneurs ielative}y to the 
demand of a particular industry or business becomes 
less, then the maiginal productivity will he high 
and the rate of profits in that industry or business 
will be high, too For example, in America and 
England, the number of such people as jue pre- 
pared to undertake risks of various kinds is very 
large as compared to that in India; and for this 
reason we find that profits are smaller in America 
and England than they are in India. 

The amount of profit has tj/be fairly large be- 
fore riek-fcakei-s eome forward in India, while in 
other countries even in the expectation of much 
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smaller gains a large number of people come for- 
ward to undertake risk. This does not, however, 
mean that profits in India are actually high. The 
agricultural industry in India is being carried on 
at a Joss tradesmen and commercial people do not 
earn large profits, the condition of industries run 
on cottage lines and on a small scale is as bad as that 
of agriculture, and eveu the industries on a large 
scale are making only small profits. There being 
little spirit of enterprise in the country on account 
of uncertaintj 7 ' on various grounds, very few enter- 
P» ’ises are undertaken, and fewer still succeed. 
In the long run, of course, higher profits will attract 
move entrepreneurs to the industry, and profiis will 
tend to fall till they reach the normal level, that is 
to say, till they are 80 low that the entrepreneurs 
are only just induced to remain in that industry. 
Similarly, lower profits will force those marginal 
entrepreneurs, who do not get even the minimum 
of profits necessary to keep them in the profession, 
to go out of field, and the diminution in the supply 
of entrepreneurs will raise the profits till they reach 
the normal level. 

This cannot, however, be said about the third 
part, i.e., surplus profit, which is in the nature of 
rent and is determined like rent. Rent of a fertile 
plot of land is. higher than that of an ordiuary plot, 
because of superior fertility; in the same way sur- 
plus profit is due to superior qualities present in 
one businessman, which are not present in another. 
And just as rent does not enter into the cost of 
production of a commodity, and so does not affect 
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price, in the Bame way euipluB profit does not enter 
into the cost of production of the article, and there* 
fore, does not affect price SmpluB profits have 
no piicc and no theoiy. 

We conclude then that although pure profit is 
made up of 3 parts, (i) wages of management, 
(n) reward for liBk, or normal profits, and (ui) bui- 
plus profits, but as the first one would bettei be 
consideied under wages, pure profit, really speak 
tnq, is made up of only 2 parts (i) normal profits 
ctnc£ (n) surplus profits. Of these, the first one, 
i e , normal profit, is deteimmed by tho demand 
foi and supply ot entrepreneur, and enters into 
the marginal cost of pioduction, tjius determining 
puce (When the entrcprenoui undei takes any 
business he calculates some minimum return for his 
risk-taking m his cost of production, just as he 
includes the wages of the labourers and the interest 
on capital Without having this minimum profit 
m his supply price, he would rather remain out 
of the field.) But tho second part of piofit, i.e, 
euiplus piofit, does not enter into the marginal 
cost of production, and does not influence price — 
Normal profits enter into norma! price, and above 
this normal rate, profits are just like the rent of 
land. 

Profits and Price — 

Accoiding to walkek, profit is simply the rent 
of eupenoi ability, and just as rent is not the cause 
of puce, piofit also is not the cause of puce. That 
is ,to say, cost of pioduction price in the maket is 
deteimmed by the cost of the maigmal firm or the 
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no-profit firm, and profits, being a surplus above 
this, cannot be said to enter into the price of 
produce. ( A marginal firm is that which just 
finds it worth while to pull on under the existing 
circumstances. Its cost of production per unit is 
the highest, and its selling price just covers the 
expenses of production and only enables - the 
producer to go on without loss. It is just able to 
pay its way. ) 

But according to Marshall the marginal firm 
that determines price in the market is not the 
no-profit firm but the average or representative 
firm ( a firm which has had a fairly long life and a 
fair degiee of success which is managed with 
norma! abitity and which has access to the normal 
economies of production ) which earns a normal rate 
of profits; and, therefore, normal profits do enter 
the price. [Marshall thinks that when an entre- 
preneur undertakes any business he must calculate 
some minimum profit in his cost of production, 
otherwise he would not undertake the business. 
He must include this normal profit in his cost of 
production.] 

Thus to say that profit does not enter into the 
marginal cost of production, and, therefore, does 
not determine price, would be wrong. It would 
certainly be wrong to say so for the whole of profit. 
This can only be said about surplus profit which is 
only a part of profit as properly understood. The 
other part of profit, e. g., the remuneration for risk- 
taking or normal profit, must be covered by the 
marginal cost of production or price in the long run: 
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“Normal profits entm into noimul puce, only 
smplua pxofit doeB not ” 

Nature of Profit. — 

(a) Profits tend to equality . — There ib no absolute 
late of profit foi all induati les It all the indus- 
tries would have commanded the same rate 
at profits then enfciepteneuis would have little 
inducement to entei industries which involve 
gi eater nskB and uie moi^ difficut to manage 
than otheis Just as lands differ, and, theielore, 
lents diffoi j labourers dtffet, and, theietoie, wiges 
diffei , similarly, abilities o» entrepreneurs differ, 
and theiefoie piohts a so diffut 

Hut as legaids one pai Ueul/u industry, or as 
legauls those induati les which involve equal 
nek, the late of prolt ina} tend to equality, and 
theie may be nouual lute i f pi ofit for such Indus 
tries, and in such cases wo may hold that piofits 
tend to equality. 

(b) Profits tend to a minimum — Like the tern 
dency of interest, tho tendency of piofits is to fall 
as the geneial level of business intelligence and 
abihtj improves with progress As knowledge 
becomes moie and diffused, as the nsks of business 
are gin dually diminished, as moie and moie able 
men take up business, and a? organisation of busi- 
ness becomes moie systematised, the oppoitumty 
foi making exceptional gams becomes less and leas 
and pofits fall 

But against this, it may be said that there will 
still be now wants, new inventions and new indus 
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tries, and chances of new profits will still continue. 

The field for enterprise in India. 

We are rich in natural resources, have plenty of 
labour and can mobilise capital in the country, yet 
enterprise has been and is slow in India. That is 
to say, successful entrepreneurs or men with capital, 
business acumen, technical knowledge and adminis- 
trative capacity who form the backbone of indus- 
trial life in England and America are still rare in 
India. Why has,, this been the case? 

The reasons for this state of affairs are : — 

( i ) India is an agricultural country and the 
people of an agricultural country are generally 
conservative and unenterprising. Their standard 
of living is deplorably low and they are in a state 
of pathetic content. 

(ii) The present system of education is defec- 
tive. It turns out people who are able to do clerical 
work only. It is too literary, and there is no pro- 
vision for technical education and practical training. 

(Hi) The number of banks in the country is 
small and the people have not learnt the banking 
habit, with the result that capital is immobile and 
does not flow freely into productive channels. 

(iv) Because of mismanagement and fraud, 
companies formed in the country in the past failed, 
and failures made the people suspect of new ven- 
tures. This gave a rude shook to public confidence 
in joint-sfock companies and the organisers of 
companies receive little encouragement from the 
public now. ; 
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{«) The policy of the government ln.« not 
been conducive to the encouragement of tudustncs 
I oieign nations have been fieely allowed to invest 
then capital in om counfciy and to dump then 
goods on out maikets, and piotection gianted to 
oU! mdustues m the post has pioved qmto meagje 
and inadequate 

To lemedy the situation it is necessaiy that 
the standaid of hwug of the Indian masses should 
Veiaised, i piopei system of education, specially 
technical and industrial education should be pio 
vided a good banking system should be 
organised, a bold policy of encouraging national 
industries should te adopted by the Government, 
and stiong sentiment for Suadeslu should be deve 
loped among the people and then a use in the 
ectiepreneui class and consequent industnal deve 
lopment of the countiy will be assured 

We must also not foigefc that “Indian business 
always follows the beaten track,” and tins is a great 
defect What is needed is push, tact, business 
honesty principle chaiactei, foiesight, aud above 
all, entei pi ise and lniti »ti%e Vie must tiy such 
mdustues as foies t industut? 6 (it is calculated that 
at pi eBent only one»louith of the foiest potentia 
lities are utilised fu pioductive purposes), fishing 
industiy (it js at present earned on only by low 
oast'e people ou tile most pimntive fines/, mineral’ 
mdustues (theie are at present only thiee lion and 
steel woifes, and none to manufactuie machines, or 
1 ml way vehicles 01 motoi cars oi even cycles, and 
then we do not make pioper use of oqi manganese 
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and mica and other such minerals ), ship-building 
industry, chemical industries, leather industry, 
making of pins and needles, paints and varnishes, 
gramophones, radios, and electric goods, etc., etc. 
Then we can introduce modern methods in agri- 
culture, and cheap sources of power and efficient 
labour in industries and can develop our tea and 
rubber industries, paper and cotton industries, etc , 
etc. There are so many fruitful opportunities for 
industrial enterprise in the country; but they all 
depend, more than on anything else, .upon help and 
encouragement from the Government. A large 
production and distribution must, therefore ^be our 
watchword, and we must find it possible to compel 
the government to rebuild our economic system on 
sound lines. 

The pro.blem at the present moment is parti- 
cularly serious. Demobilisation of the army, 
contraction of war industries and consqueut release 
oi labour, and the cut-throat competition between 
countries for the sale of consumption goods to 
India are sure to accelerate the place of unemploy- 
ment in the eountiy, and unless the Government 
does economic planning and sincerely means to 
bring about an economic development of the coun- 
try, the future of India is very dark, indeed. 
The Bombay Plan has, no doubt, evoked great 
enthusiasm in the country for the economic deve- 
lopment of India. But the aim cannot be achieved, 
unless the Government of the country is sympathe- 
tic, and decides upon a bold policy of industrialisa- 
tion and nationalization.' 
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Profits and Wages — 

(1) Theie is a regulanty in the rate of wages 
bub there is no regularity in profits — the same 
enterpriser may have a very large profit this year 
and next yeat he may have no piofits at all , but 
the wages of the same work man will not fluctuate 
as greatly from year to year Again the wages of 
Iaboureis of the same grade do no* vaiy by any 
consideiable amount while the variations in the 
profits of businessmen of the same grade are much 
moie considerable due to the chance element 
in profit 

(2) The diffeiences in the piofits of diffeient 
entrepreneur belonging to different grades aie 
veiy great , and such gi eat differences are not to 
be found in the wages of labourers of different 
grades This is due in some measure to chance, 
but largly it is due to the possession by some 
individuals of qualities not possessed by others, 

(3) With the fluctuations of prices, piofits flue 
tuate and the fluctuation in the rate of piofit is 
gieatei than the fluctuation in price. But wages 
are fixed by eon ti act and Ccannofc use or fall as fist 
as puces, wages aie the last to rise oi fall ” 

Profits and Interest — 

Interest is the-ieward foi the services of capital, 
while piofits aie the toward foi lisfctafien. fnte 
rest is paid in advance, while profit is a lesidue 
Interest is fixed, while piofits fluctuate very wide]) 
Thus they aie diffeient But both the rate of 
interest and the piofita have a tendency to fall 
with the growth in civilization and mciease in 
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competition. Likewise, when prices rise, both 
profits and interest tend to rise. 

Profits and Rent. — 

Profits tend to fail owing to an increase in the 
number of men of superior ability — i. e., increase 
in the supply of entrepreneurs — while rent of land 
tends to rise because natural resources are fixed in 
quanti ty. But just as ground rent does not enter 
into price, though scarcity rent does ; similarly, 
surplus profits do not enter into price, though 
normal profits do. 

QUESTIONS 

1. What are profits ? Why is payment of profit neca- 
ssary in the economic system of today ? 

2. How do profits arise ? Distinguish between gross 
and net profits. 

3. How are profits determined ? Wbat are the causes 
of the existence of greater inequality in profits as compared to 
wageB and interest ? 

4. Analyse profit into its various constituents, and say 
whether profit does or does not enter into price. 

5. Distinguish between rent and profit, and bring out 
clearly the points of similarity between the two. 

6. “The field for enterprise is vast in India, but, enter- 
prise has been and is slow in appearing.” Why has this been 
the ease ? How would you remedy the situation ? Has there 
been any extension of the field for enterprise in India in 
recent times ? 

7. “India has abundant natural resources, a plentiful 
supply of labour, and a large amount of inactive capital.” 
DiscusB fully what fruitful opportunities are available to enter- 
prise in India to mobilise the productive resources of the 
country. Give examples. 



PRACTICAL 

& 


NUMERICAL 



U 1 * 


(General * heads of clasiaficatib^'^ 

r .cr^nn; loot nrr* > r 

i‘u/ ' M^or carrying out the, ^ v , , ^ 

,. w o> t i economic suryey iy ^ f| - n / 

. i ' 4 t'i of a village hi! 5 bac TtV * » 
i/’ Popu!^tib&.— J> 0jn "‘ ♦ ov '" ( } 

J (a) 3 Toiafpopulation 4 ,^ ^ ao^.f s r 

<6) Male add female population^* f> J r /ci 1 ? 

(c) Number of males betWeen *16>"and^55 ^(ihe^^orking 

* ; ttgejJ r '' '0\U. -Jfc iu eiTo^/1 (<J) 

(d) Number of females between l^d'&trd '45 (reproduc- 
tfv'e t Sge).^' u - f i n< > lv,» n ^ !< 'vn ;) e-/J t 

i,tm (e ) 'Number^ of peoples of diffei-ent jeligioikn* 

(/) Number of ^pernmnenti 'itomigrationB '^and emigra- 
* tlons c abd *thcir manses" P i vr }o {}) 

(g) Number of temporary immigranfcsi&ntf emigrants 
'* * J^y*) Density "df population. V tolrM (*>) 

(i) Annual increase or decrease of propulation, 

J?0{. r r {^)‘Birth <i ratd r tidd"de’ath rate, infant:mortality\^tc. 

2. , ;'0c6npatz6ns c bf tlie people.' 2 — c 2 r n ! 1 wn 

nc ' Weavers,' potters, 1 'd&fpfenters, etc? 1 ' J i r '' 

} , (b) Merchants and traders. 

** ,oi ifoaey'-leilders. 3 !i '' ** jO i *} 

3. Health and Sanitation. — *‘ cj "" ' 1 ” 

(а) Sanitation, drainage and conservancy arrangements. 

(б) Hospitals, dispensaries~and doctors. 

(c) Nature of water-supply for drinking purposes. 

(d) Prevalence of epidemic and other preventible 
^diseases like-malaria, -and4he~losB-of*-wprking hours 


due to4hem. 

rfAr?*^r 


fOl ?5'TT r< * f * 


4. Education,— t Z ^ \ " * - u 

(a) Number^of Ii6^r8tes : aif9" illiterates. 

\c w S {5) Percentage of .literacy) between males •and'f’emales. 
j K{c) lSdh J ools; primary an£ secondary jvapdjcr&ft schools. n 

5 1 'Iri&ilstfies.-^ 1 1* * ,Tv * r } - ** * 

<7, ^ (by ! AgricultureY r - r ArW°cultivkfccd4 -’kindsof soil, crops 
1 /l ~- j j grown ^ skd { %T Cf holdings? ^irrigations ifacifcties-4 
number of tanks, wells and presence f om absence 
u ^r \i. *q of canals, methods^of drawing watery Persian wheels, 
at Si ^tabe^clls", eto.p condition of Iive~sfcock>and cattle ; 
^ tj f ~i t , i'b / ^rolo L .^rinortd \m er 
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number of co-opera ti ye societies of different kinds , 
extent of indebtedness — total and per bead ; 
subsidiary -agricultural industries ; methods of mar- 
keting, syWjo'of rent^eto^' 

(6) Industries. ‘MillQ, '{e^g^fiour ^mills) and cottage 
industries —afeo their’ organisation, marketing, finan- 
cing, and their general state of trade. 

(c) Means of transport, presence and /jujlity^pf roads, 
transport during the rains, cost of transport, etc. 

6. Economic conditions^ the village.-—, 

i. ' (a) Average income and wealth.^ i« ’n , 

(6) Persons in the village above and below the line 
df poverty J t e t a 1 > - , r i f d i 

(c) The general standard of consumption pf the agri. 
culturista,^ artisans, middle j class men^aod others, 

min through theirifamily-budgatB to y.j ,y 

(d) Rates of wages, rents and ('profits, and methods 

idii-vi of payments r ijmstli dnr4{iv 

(c) Rates of interest prevalent^ and ( the e;rfent of 
indebtedness. jsikIi-o J . umb ' v / { 

->(/)' Expenditure po, -socio-religious r fpnotjons, along 
with the soaial oOstoms and habits of the people t 
{<7) Conditions of labour, v methods ;> of^ production 
eto , etc U ii f {j* (’tfij,) i V !* 

[h) Organisation of the village, various ( officials m the 


village, etc., eto. 


‘iSi/irc 


Instructions for collecting facts and 

figures for the construction ’ t , 

, „ .. , , — '.TOtteJUliJ .* 

jof a family budgets }j „ L A { 

£t hare sriomfi J ' i hr uXhrciaetd 1 ic *-tV> itlcdzM'jf f 

a family. 'iA^fairly representative family : should - be Belected, 
containing earning as well as non-earning <jhember3j| (say, 
husband, wife, three’ children or dependents} ,; that jis to say, 
the type of family which ia^ost commonly m^t , with— neither 
too big nor too small. » f , vj r jht rJ y,., i, Hr u 
- r 'x2. .The period ofuthe tefigthc to ^which the proposed 
enrjmry Up to relate ds to bo * carefully, d 00 '^^ h^P 011 ,n 
very beginning. A period of one month which is neither too 
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short ho f r too long - is : probably ,the>;best and^most suited for 
the 1 'budget? of : consumptions but j it'may ; be 7 a reason. in .the 
case'' of farfoers ^xvho .sow ,;hnd t reap . , two , or .three, crops in 
thb'yeah'"^; ■■ 1 p,-. s > 0 , « . , r ^ 1 

3. "Questions : which r the investigator is* likely to: ask for 
the purpose of his investigation shouhTbeiput down beforehand 
and should be classed under suitable ^headings, so ;that,the 
task of investigation may, become ' easy; ^rOnlyv- such ^questions 
should be asked : as * > are capable : of being ^easily and , quickly, 
understood,' ’by*' thelsimple • illiterate l( people, whose budgets are, 
to be framfed- ; n ahd 'questions . touching , self-respect: or private, 
life, or such as are likely ~to~ . cause annoyance are to be 
avoided. A list of all the questions to be put should be 
prepared beforehand, and should be classed under suitable 
headings, e.g., food, clothing, etc* 

4 . To avoid the’ suspicion; ihe' : object of enquiry must be 

made clear at ' .the. outset,- so°r that the: person;. whose v budget is 
being framed (may not -take the investigator ( for,an agent of 
the Government, collecting facts, say, for the enhancement of 
land revenue, for\ in that case he would ? yery -likely give 
exaggerated figures v of r his expanses of production and .low 
figures of his income. ^ ; . 

5. The questions : should be pul geritly and: kindly in a 
friendly spirit , and yet there must be an attitude of, seriousness. 
The information 'should.' fbe got as tactfully, yas possible. 
Cross questions may be put, but they ; -must be so worded 
that the person does riot ^detect that he is being subjected to. 
a cross-examination.fov Sometimes his immediate f » neighbours 
may also he consulted 'with a view to verify .facts .and figures, 
and if still there is any doubt about the accuracy of the 
information it : should b^fejected, but on no, account .should 
any remark be made that may be resented by the person. 

6. If the farmer or the artisan whose budget -is being 

framed does not supply ‘iihe information in the form* in which 
it is desired, the investigator should convert it to proper 'form 
himself rather than troiible him with a volley ^of- ^-unnecessary 
questions,/ For example; it may be necesiary'Ho^ convert a part 
of a farmer's pfodkW'into money— expenditure Tn - kind into 
expenditure in money — for a good r deal of grain,, fruit* and 
vegetables, which enter into his consumption are grown by 
him. This should be* 'done on the basis of prices prevailing 
at the time; the Quantities and the rates of the- commo- 
dities should be M ob£e& T:ir, b ? , ' ’ 
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1 * While enquiring' the ‘lowPa of thei farmer. or the artisan,; 
which’ are 1 often' \Wy ’ smalt and liable to be , forgotten, ,some >; 
wry cOjrnnon'itetnSoflcwa 1 should be stiggedted, ton,, to elicit # 
information, e g , loss due to breakage of the pots before ,olid ? 
after, baking jn the tase “of a fitter anddoas dne ,to death of 
httfa,do3s tins *to 'wild ■fariimsls c and birds, and loss due tn } 
tToSiOn In the ?aso of the farmer* - , ,*,« ; . t t * L v ’ Jfl 

f 7. 1 Shorttoofei thonld be taken of the ansiver$, .and ai f>oon r 
investigator returns' from tba workr of, investigation, .he^ 
ahbiild duly enter the information in the' regular form, .otherwise , 
fpf-fa are likelv to become mikod up or to slip from mepiory.,. . , 

»}- 1C, 

" f c; 

GROUPS QF. JHEADS , , 

- f > wUlet which consumption budgets are generally L frapied :j7, ; 
“ 1 ffai) •« mO^i* ion (&•) l»nnT i 

' ftwd y >V y S 1 **' FOod Ib’J Viii it V'.» .’t 

' 'tfeat add Light d w* Fuel Aj'Light .1 > i fm-< 

H^use ^'Stielter 1 1(1 *'' p " ,I< * ‘Housing’ ’>* 

Clothing & Shoes Dress r f *•'* f 

*- HcaltV&r Education »'*? W.Medioin^Wv^ . 

v T3ntpkalnni(irtta">v *.i Education > - 

• Social &Kelffci6uaT<' *'»' fa-5 * ‘Religious .> i 
t bo> y> «d ■.'Expellees 1 • « } uj *d V . -«► -< • 

^Wlces - t •*' ’» .1* i ‘Social mb n-v 

“‘MtScellAnfonS »» nri* ■ <d ■*>* ’«<n. Travel r or t> -us-r'?^ - 
* • Savings &■ Investments r v r e A'mustm^nte & Luxur 
-1* b r<f*’{, r > •*«) t u ,j. ,«b oh vt u ei .> ut I. 1* 

f 'Debt "Payment i ro »»rf ,f t -iIiaeelUneoB9. ( ; t „ 

•" ”'(<#> .< »i t« .r • i *f (d)j .’t ’ p 

Foodjrd.i* >- i .«».*. " b ^! 00 ^ ,a *< *t 'it 

4 ..Clo thing. i.i . ’’oi. ii.i'uv. 1,1 . Fuel^ 1f , t ,. „ t, ^ 
n 1 1. Housing’ ( ’1 u,/,,.' iuiiw ■jl'ieht,,, J>t ,, • >3 j 

HeAt & Light. „ J. Hope Jtent ( . 

‘*t. Health & Education . it « w . . , ^Clptbing.* Footwear 
Miseellapeoua f) i , . * , , ,, Household ttequbitej 
. Savings & Investments j, , r , Miscellaneou* „„ } 

/! i»uv '!>(«> mi. *f! oM ’ -i. J/h , 

iToodteof’s .Food, i jj, »j. 

Clothing , . ' T'o, 01 *iWgbtlnf 

House Houw Kent t , 
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j 


Education 
-Medical . _ 

* * * t t K f } r z ~ ^ t . 

Servants ^ ^ 

Ceremonial & Social 
Recreation & Travel * 

Debt Payment* 5 

( g~) ’ircv ' *',? rLr* rv**t £ ),o 


ClothiDg 

Umbrellas 

Sho6s or Sandals / 
Bedding 

Household Necessaries 
^Miscellaneous 


ir N it v 

( r ' 1 *\ 


?F % ood ' 

Clothing 
Housing 
Heat & Light mu « iu 
.f 'HeSl tlj nfc 1 Ed uca ti o n 4 / 
iMiscellaneoiterq -<v 
;Saving>& Investments i f ^ 
hen j fKi h( ir) f^ooiO 'I -> 
.Foodie i — odi d'ou i* 
Glothibg and r Jewellery * 
:. u SheIter r . fJ ,,. 0 ,;, /cT1 
^rJHealth & -Education <f , , 
Services^ Entertainments 
^Miscellaneous (0i r ^ t 
Savings & Investments 

> r U* j(* v 1 * i * 

* * Tl p*h , no) t?rd j b 

«’ O'Vj M t >J r \ 0 O[ 

— '»rr^ol rn <tr-ap oJ r r h 


t * r Food, . , 

T \ v; ^ { , ' | 

Clothing & Footwear 
1 iS "‘ ‘Rent 


Fuel & Light ^ , 

House Jioldr Requisites 
Miscellaneous L * % 

5 - * - *>l\ v 
lji.>U) nl ' 

[Food.and Drink j 
Clothing 
Lodging 
Fuel & Light 
Education 
Health & Sanitation 
Personal Services 
Litigation 

Religious '& Social expends 
Household Furniture 
Recreation 

Travel & Correspondence 
Debt Payment t 
Savings 5 7 , /.] 


Jo uLw/'t m<a f( ic [ 0 Oi t 

nifj 2w7o'rd!o1 j r gJ 

in ^'Nole\— Ther&iiscuo hatd and fast rule aboTs^tfcet heading*’— 
hese f depend' upod thfe putpbsef'of enquiry. *-9*te } 

o o or * :r 
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ACTUAL BUDGET OF CONSUMPTION 

f Of r' i 


Khamani, cultivator, 
of Nagla Padam in Aligarh District 


[ Period covered by the Budget-one year t e July 2937 
to June J928 ] 

uly ^ 

Income 

1 ' Himself 

After deducting till expen 

? His wife * * 

sea of production and all 

J H 8 SOD BgC 1 

17 marketing expenses from the 

t His son aged 

8 sale proceeds of his produce 

) His daughter aged 12 of both the seasons be got 

{ 

a net balance of Rs 410 


He also retained ti portion 
of hts produce for hiti eonsump 
lion and the value of it at 
the market rite was Rs 100/ 
Thus the total income 
during the year was Its 410/ 

-f Re 190/ i e Rs 600/ and 

s 

a i 

Pood 

this lie spent as follows — 

Wheat 

140 0 O [of his own produce] 

Jwar and Haifa 

15 0 0 [of his own produce] 

Gram* 

1 115 0 0 [of his own produce] 

Pulses i 

20 0 0 {of his own produce] 

Rice 

10 0 0 

Milk 

40 0 0 

Sugar 

6 0 0 

Gud 

10 DO 

Salt 

2 0 0 

Spices 

5 0 0 

Ghee 

40 0 0 

Od for cooking 
Vegetal les and 

12 0 0 

fruits 

COO 

Sweets 

10 0 0 


330 0 0 


55 p c 
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Heat and Light ; 

Fuel (i.e., firewood^’ ^0 0 
Charcoal and uplas 2 0 0 
Kerosin oil for ' 1 


lighting and 
match boxes 


3. Lodging : 


' ° 6 r 0 0 

r> >> : 


o f> 0 
0 8 (: 


.Oix 


-- .*bO 


.Pent 

a o si 

15 0 0 

„ , Repairs 


3 0 0 



i> ur 

4. Clothing : 


Clothes 


o 

©; 

© 

t-r 

t0i Bedding 

<5 0 f.O.’ 

6 0 0 

- "Shoes 

— 

2 0 0 


o oyy 



d- -3 p‘.o. 

"Oi 


18 0 0 3 pc. 


v* Sib Health BDdiEduc&tiofi : <f*rdv: id ^,;T t \ 

cl fa ft Jjjjj ‘'di ’O v jiv ni ,103 *:»ri ^<-i.->rrr; a aw 

> n V -'MTjr.m Si ‘>0 ,/,V7 7C'^ff/lb 

f!} f *^scf 

u «i?j -,,'i j.'J/rn n 
rs ^dltsLLaa '--idt-b bb =j f ' fo l>,,q ,• Tb 
•isM.ifur -idt :o nor-'.BT'o36)P(0 J ni-§.i P/P- o; 
7. Social and religious 


* ,Li d. i j 'L'egaV expenses ?' 

h^ivLrmr j£l '* 


f ."Litigation 

rtr| pffp ^ *1*- c* 




’dhowkidar^tax - 

“* r '% ^5 3r 


s. 


expenses : 

Katha 6~0 0 

Pilgrimage, Ganga' v 
Ashnan, etc., 15 0 0 

Janeo ceremony 15 0 0 

' ; 36 0 0 

Comforts and 
luxuries : 

Tobacco 12 0 0 

Pan Supari 10 0 

Bidi and Cigarettes 10 0 

Guest t 5 0 0 

Dan gal ’ . 3,0 0 

Others 2 0 0 


6 pc 


24 0 0 4 p.c. 


{{ /* }) 


9 


JO 


Miscellaneous 
Barber 
Washerman 
Travel 

Postage, news 
pa per a ©to 
Soap 

Bangles, eomh9, eto 0 8 0 
Others 3 8 0 

< 0 t 12 0 0 

Savings r ( 

Interest and debt 

payment 60 0 0 

Necklace for 

daughter * 68 6 0 

1 108 0 0 

600 0 0 

f I «UL ' 


fAl 

2 0 0 


1,0 0 

j’o 0 


It I 


; 

r I 
A 


ti 


- Si T 

2 p c 

n * <1 


ft i » \ 

rj 

*18 p c 
100 percent 


Note —The year for which the! budget has been drawn 
was a prosperous year, and in view of the fact that bis 
daughter was of a marriageable age, the cultivator made his 
beat endeavour to eave^durpg the year He , purchased 
a necklace for his daughter w^tb this end in view, and he pai J 
off a part of his old debts sa that he may be in a better position 
to borrow again Oh tbb occasion of the marriage 

* { f f J so 
1 

i t 

> © - f 

t n i 

t i 

bo »tr ** 0 * 
pi i ti\ 
o> j 1 

T " J 

Isi Inst f 
t 0 
r Cf 
f t> 


0 O f l 
t O r 

t 

) o «. 

1 it c 

f i 2 


) o ci 
0 u 


tr 0 *' 
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budget '^ Consumption 


. ACTUAL BE 

iar>fizr>rA w 6f r Chet Rani; jmfcscfnD tiff Bitk/ojV 
.'jfrltiS c o f Su d amapuri Aligarh, t7c j«vfii «5 
f Period covered by the BudgeC-one year ] 

Family * 1 Income •* "* n ° * ^ ’ 

1. Himself 1 M i ( ) i j 5 r, eObnfc "Ram-Teamed daring 
211 Hii fjypunger_ bfolth^f,) the yeai^Rs, 3 {5<j0/-; hi8 youpger 
tagedjJ^ j j rto j brother who also does the 

3. His wife work of a mason earned 

4. Two ^Bons * f * 'aged :,s 10 r ' anblfeir ,, * f R3 n ' , 200/2 ; and his 
and 6 


5. One daughter aged 2 

t>fg #14) 1 

roeditUff,i -y 

*fi n i e«;j r - t t . „■ 

b'iflLSTjO » f ()' tl 


ing -flour'- and— -ijo«ig*^ptiei 
Work of a coolie- worn an. j 

-Thus the , total inch me of 
i family!) iwas ’ it#. ^00/- 
t ‘Tint J vfinrnt, “as fnl 


• 1 


and this'' ' was - spent ; as, fol 
t — i . t * s ! 


1 Foodr 1 ' •* 
ih'i i Foodgtalns*" “ ’ 
Vegetables ro „ 
Milk 

4 Curds t 
Ghee 

Oil for cooking 
Spioes and salt 
Sugar and Gud 
Sweets 


ST i4<ra 

4j 35 0, 0 ^ T®teh»»lj;>cria!oj!iftiy ' 


25SSSSJ5 


2 . 


Heat and Light 
Fuel 


Oil for lighting 


Lodging : 
Rent 


Repairs 


Clothing : 
Clothes 
Bedding 
Umbrellas 
Shoes 



64 0 OJ OlPfrb^ 



Health & Education m 

Medicines i w " J (LrfLil 

Patbshala.fces„ ? f cyA^D « «.,r . ? 

Books and statio- e 

~nrh rV-’s b:0 v "cr'-.r. '. :' ? "c D "a 

lo 0, 0 ^ 2l5>jp^c. 


to VJt 
uV/ 


, 4 vt ' r ' iC^ fir i so 

6. Legal Expels •} , . , 

v Nil 

7 . ^Social anld'P^ligiolWVxpenses : 

I ^Copgress, subscrip- 
tion 2 0 0 

Durg(nr Pooje^ ^ j * TU)' 0 ' v * 

Mundan 15 0 0 


ecu 


8, Comforts and Recreation : 
Pan 

ttriom Tobacco 
urto - t Ginetna 


7 U8 0 0,. 3,pt* ~i 


6 0 0 ,, /• 

24 0 0 


15 0 0 v\ V 
1 1 1 * • -Toys’ for .children., 3-0 0 * / ^ 
r 'Intoxicants, Bhang, ,s . 
^.'^Toddy, etc. 

r ^ r i '» lUrzuti s, A , 


V / y 
*■/ j yV 


S N 

" ^ i 

vy 

✓ ✓ 


84 0 0 


132 0 0 


9. Misc'ellaneous s»- 
f '"’"‘Barber 

Washerman 
Sweeper 
Postage 
Newspapers 
Ekka hire v 
Soaps, hair oils, 
bangles, combs, 
etc.. 


10 . Debt payment : 

Interest on loan 


3 0 0 

- 4 0/0 ,, 

2 8'0< l 
. 0 8 0 
’ ” 0 8 0 " 

0 4 0, 


yy: / 

A ' /* 

^ /' r 

22 p.-f. 

>s > „ 

' %f ' 

/ / < 


i o o 


• ■ ’ y\\ 

V * A V 

1 J 1 A * 

-_ s rr;.- 

, ~ />-; 

/ y * * / / 

' / / / 

/ / / / > 

/ 0 S / /, 

/ Z n <r» 


_ _ _ , - z p.c, 

/ / ' * / * 1 ’y / 


and part payment * 
of principal 21 0 0 


12 .0 0 V 

/ s z z / 

' • ' " / 

i / / / , 

/ \ / * 

•> ^ ^ 

’j 

, 210 0 , , 3’5 'p.c 


Total ... 600 0 0 100, p^c. 


/ . y / . f ? 

Note.— The person spends very heavily on intoxicants and 1 
therefore has run into debt. Otherwise, his standard of living 
is very low. ^ „ 


DIAGRAM '* - 1 

showing the Consumption Budget 
of Chet Ram mason, of Sudamapuri, Aligarh, 

Period': one year, Total income : Rs, 600/- 
Number of members in the family^ * * 

Men 2 Woman i- ,, . Children, (lender 12) 3 

’ Total (a'dtilW) 41 
n 0 ** 3 

{Children to be counted as half-adults), l j 
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f processes of production — 

n 1 

’ ton and Jicar — “* ~ X 

* ^ * 

Manuring m the niiddle'of Tima J _ ^ 

Watering a week later ~ cr 

First ploughing about the end of June, “ 

Second ploughing accompanied with sowing 
tn the first week of July ^ 

V. 

Weeding (twice or thrice) about the 2nd and 
3rd weeks of July 

During tbe intervals of weeding the cnlti* 
7a tor will Spend tn* time in ploughing the other 
dot for wheat, with a view to prenaro the 
round ] 

Keeping a watch over the crop 

farveeting (reaping) towards: the middle of October 

hreshing (in the case of jwar) and Picking 
n the case of cotton) 


lari etmg 

it and Sarson — . „ . 

} ^ 

taiumng m June —along with the 1 first f Ibt *“* 

ontinued plonglimg (ahout S or 10 tiLms)i fiom 
e puddle of Septeml er to (V middle <ir thq ■> 
d of October t 1 * 

iwing about tbe middle of- the end of October ^ * *• 

iking of irrigation beds Kian mal mg' and -* 
ib mal ing etc three or four days after ’ 

a ter mg about the middle of November to 
irch as many times as ^w«Mble lut not le«s j 
an thrice 


eedi ig ht the end of Novenil n r— once only 
irvestipg (or reaping) m April 
iresbing 
eting 


/( , xix , ) 


2. List of tools required in ;% the r -above processes, and the 
value of their, depreciation ‘ 

V 'i V* ^ r\/ -'A jr ,<*-■ . 

mi «r »<• f«* ~ 7 - 


.Tool , fJ Life 

| M — * * v . ■* * { 

Cost Deprecia 1 ion 



during the 

{ i :\? ^ .,r 


i.;jyear 

For ploughing— 

Rs. A, P. .. 

’■iKa. AVP. 

#0 ObeploUgh ^' 7 ^Ic-f*7r oSl years 

><q5:0’i0 

; 1 0 0 

* MW - One pair of* bullocks 10 „ 

150 0 0 

15 0 0 

Yoke, rope, eto. 4 „ 

.*2 0/0 \ \ 5 

, '.'••■> 0 8 0 

Foj' watering— * 1 

C + „ " i 1 1 ; *j 


j One leather bucket 


r „ 

(Charsa or Pur) 3 ,, 

6 0 0 f 

" ,2 0 0 

One big rope (Burt) 3 „ 

One set- of, wooden * l<1 J ' r 

■ 3 - 0 ' 0 

■ * \ • » 

; t i o o 

| r u '] -> 


■. Vro - 1 

' k \ * • ' r i , ^ ■ 

0 6 0 

For digging drains, etc.— 


. - % 

One spade (Phaora) 4 

V ' V T 0 0 ’ v ' 

0 4 0 

Board for making f ' v J 



irrigation beds 1 ,, 

? 0 4 0‘‘ •" 

• '0 4 0 

For weeding— =* 4i ^ <J, ' : - 


. f 

‘ 1 *'” Four hoes (Khurpis) 1 4 „ 

1 0 0 

0 4 0 

For levelling.— ^ ' :t * UNU ‘ 


<v.,‘ V 

One Patela or Pata A „ 

r o'o-. 

■ r " i! 0 4-0 

_ . ’ A p«\* f . t r : .v . 

For cutting.— " 

-..a s- K'u; 

Vs r 

; A 

Four sickles (Hasyas) ’ 4 „ 

loo 

0 4 0 

Miscellaneous. — . 

* 5 ■ 


One Panchangure, for 

}ti < f£ V.’ 


turning the orop ; 

v*LV'i -*v V‘ 

u‘ f ’ -tl 
r t 

l *^~ . r whetl ifc is -being 

, trod deb by 

is v-'h 
Id-’ ^IJpJ 


oW for 'separating* ** 

OdI 

‘ 

<s ’ M grain '• 'for chaff ? 2 

■ v 0-6 0 

0 3 0 

'** : One garansi (chopper) 4 ,, 


0 2 0 

Four baskets ; W.X „r /v 

4j 0 y •; V 

-■V/ 0 410 

One cart. / 7 /j f lG ^ 

-30 p f p >r 

3 0 0 

Repairs of, tools and * rrn a;' , j5 

•.if '/a -tpO 


- i f r. } / implements... • 


I 0 .0 

Miscellaneous v . :0l \ rr 


0 5 0 

? ’ ■ .'.fi 1 .'-' -i. : s* "'Total ' Depreciation. 

26 0 0 



(, 


( '& J) 

cf ^Liatof raw mnteAali used *** ^ ts 1 v ’ ^ k H 
Cotton &Jwar Wheat ^araon^ ’ V e get allies^ f ' 

"' S&/ V 


*ty 


V 


2 /. 

8 / 


! jo. 


•It Of 

if'Mttnuro 3/ 

'1st -ffen/ o/ /and x ofl 3 Idg 

Rent Of Ihe plots for the whole year} jit th^r^te of 




40// 

1 


, Ot 


* RBj 5/ lper,JJ\gha.{) 200/ 

J+O jqo** ^ r o/ 


?/- 

10/J° 


I , f ( ‘ * ,y§) j 


‘ ) **1 0 ft 0"1 

x t Cost of l&bduf 
for weeding 16/ , 

yj<> f i 1 1 

0 /fllffwl pn /'capital 1 x \< l -si tan si J) 

wi „ , & o ir „ i (fir D sii s-tO 

He has to pay interest on Rs f 150 ? that ^ ^ 

!} x ^ he bogrnw|d for the purchase ^nilloeka 
at the rate of Rs p c p ra' 1 ^ J * 

_ rto Hfii jfe r <2(1 *»* 

7. JJost of transportation . . .. 

tO 4 O 0*1 £ (li f l) ■'l eqs onO 

He has his own cart— no expei^es on^trjtpspoj'tation — 

( Cost of marketing | ?h»dro r mi 
Arhat charges, etc j aid when selling 


36 If 


U 


i afWHf e ' 


>40 0 t> 1 t tiiOjCfOR* t ,odiuol 

.9 Losses caused by theft, insects, animals, etc 
10 (•■ Water rated { r r r <T t e* j f «I et) 

Wheat <SL Sareon, Cotton &, Jwar 

1 W-i 1 2 °/ 

Taxes 

Octroi paid 

Value oj produce raised 
Jwar 

Cotton 40 ,, „ 6/0/0 

USOJJRH fj 


10 / 


tU 


12 


tol ^ij in* na*! a O 


38/ 

ift 


q >13 rft ( ciO 
60 ruannds sold atrRs 2/0/0 ja xnd 


Wheat 100 , 5W i W q 3/0/O J(f 

, t Sareon >20 ,, «. ,» 3* t rof/°/°i >» 

{ C t> Vegetables „ } H<JO U, 1,+nr} 0 

US * Value df byproducts raised *t Jb d * >> 

*> i Ktfalif— Karbi { Wdder ) 250 ^mds &1 1 

Out of tlie a e 60 rodi ,,E re[aJned for 
feeding the bullocks, antf^bS /eat sold 
1 " Rabi-Bhus 250 mnunds, onfc*'dr 1 fKrt , ' i “ 

{ ^ 60 jna,un<?^ r^^med for feeding the 


100/ 

200 /. 

300/. 

100 / 

50/ 


70/. 


hnllnrts nnrl the rest sold 


80/ 


[Thus the total value of the pfoduce is 

Jwar 100 0 0 

Cotton 200 0 0 

Wheat ' 300 0 0 

Sarson * ^ 100 0 0 

Vegetablesl^^rC^^ 60 0 0 

Karbi 70 0 0 

Bhus 80 0 0 


J/mr/T 


j 


*900 (Tiff 001 


and the total expenses are 
Bent 

Water rates 

Depreciation and repairs 26 
40 


200 

38 


Seeds and mahuro 
Wages | 

Interest 

i 

Cost of marketing 
Taxes I 


40 

36 

10 

10 


09 


/y 


t.ri -7 o^Ir> j ^ 0 0^ 

and, therefore, the total gross profit of the cultivitor* during the 
year works out as follows : — ♦ | 

Income j 900 t 

Expenditure f 400 J nfr 

3 


Gross profit 


500 ; 


Chus the statement of expanses would be as* follows 


, j Amount 

Rent , boraT I 200/ \ 

DepreciationTatjdrrepSire — - 26 /— 
Seeds and Manure*ul j~ ~,4Q/'~ 
Water rates 
Wages 


i V* j 


j hi !S£JA«i 

Interest , , „ 

Cost of marketing 
Taxes 1 ^ r,a 

*Gross profits 

3ir,H* 


%0Ji' 

io/- 

-40/- 

500/- 


- I 

J (U 


O') 


^Percentage 
22 2 p.e. 

2 9 p.c. 
4*4 p.c. 
4*3 p.o. 
4*4 p.c. 
4*2 p.c. 
n p.c. 

‘ '~1*1 p.c. 
0*55 5 p.c. 

it! 100 p.c. 


♦Gross profits include (a) wAgea~nf~iha.. labour* of the producer 
himself and his family (b; interest on his own capital and (c) value 
of time spent in carrying on marketing*} (TKtese ufre to be calculated 
at the market rate, in order to give a correct idea. 

On the other hand, the cultivator brought into his own use some 
jwar, wheat, sareon, and vegetables for himself and family, and bhus 
and karbi and binola for his cattle; and these also have not been 
taken into consideration while valuing the produce raised. 
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b"i * **o irefj 


l «'f v J t fiZ 


XO » >*1 


Statement 

o£ tine Expanses of Production ' 7 
or a village iweay^r,, * 

Gumaoi, Kothi of Birpur 

For a period of one month." 

Family: Gumani, his wife. his eon aged ‘14. " !,f1 " ,,J 
Gumani produces lOjpieoes of, clotn/eaoV measuring 12 
yards in length, in a month/ S^out * of f which 'are prepared 
with the ready-made yarn and the remaining 4 6 with the home- 

f * u .Oi*o _n:/w 

spun yarn. * v 

1. List of processes o^produotion r n)*- n 3r«; ) s 

(1) Spinning. 1/a .gfrfcuurrlm p 

(2) Washingjfcho yarn. yn.Mo 7 l«o—tn F? IJ 

(3) Stretching jof*^he ^yar^and^t^ ? of it 

on pegs after two days., „ * " „ , 

• - it t* .^hy 0* - i iJ >< * 

7, (4) ^Brushing the yarn. J 

(5) Sorting and cording of\ the . yarn, , ^ , f 

(6) 1 Weaving. ' ' ' o ^f'y i 

2 -. <l,oo m. t rj,\7 

Cotton for 5 pieces of cloth ' _ 4 , * 

weighing 3 .seers each 5 0 0 

Ready-made yafn~for the ^ ,nr " tn r " x 

other 5 pieoefe weighing * Jrr'I 

2 seers eaoh \ 7 0 ^0 i -’ 2 'TT 

* 12 o o 

3. List of tools required:— 

f;\ Cost cDepreoiation 

-\i: i \f» f safota - during the 


ft ox n 

For spinning — '2f 

f(r , ^Spinning., wheel_ or, spindle i<; 2^ 8^ 0^ v{ 
Fqr,. washing; two K large 0 earthen f , ?n , , r _ 0 \ 


basins ^mfiL-> 0 Jpclt 

For Stretching- 

Wooden pegi^ahd a k 0 0 * c- f 

"!’£,{ ** *h vhMr'l nsi} il'-ifiM w^-rr 

For /brushing — * ‘ , - # , 

"•’ ! f-ic-'vj': 

* n* own 1/ 1» jf .ot .Lrm 

For weavings. f%j w ^ r , L }w nh) - 

-A .15 .-a ..»< 

I [ 7r,yA <pair r oftrShuttle 8 ;fWhich /T13 < 7 <t ■* v 

i,l passed over rwarpjandjj p lf i 7 j. n 


waft threads of cotton, 2 O.nP 


ill 


month 

) c /f £>. T 
4 n! 


ft vnorffJ 


•/ 8 /- 

ffcftnh-b c i 
o r f n«j 
nv r :-v t r J* ^0 
jnn brv t oim 
new’ t fJ*fiOn 
! ^ 
/i ■'! J. ff’ 



( sxiv ) 


K 

itfsmslGjS 


4. Rent of land 
fi Coat of labour : — 

family people' 'db'tim labour. 1 * c 

6. Interest on ca*pfia/vO° % iantuuD 

He has ip j^USStASU^ * , 

,S Oif-f 1 tW price 'if ■Jl’ofe!/;' ''l.a-.l 

<‘ l,nDW] -‘ s * J J» i^Sia OI sooulioio irnurnO 

;, s , lq „ q , 4 ., 

-Pfnrt r *,*+ .for the,, purchase , Of . *■ ' 

.intty mtq* 

7. Cost of transportation— c oi*o«Wi® ,l o p^oncnq lo i { 

8. Cost of marketing, advertising, etc. nil Bmoi (1) 

9. Taxes— octroi duty - fl 0 f 8 1*0 nuHYf (i) 

10 Vafue^of theVlotd*mad^and s ^\dl — ^ 

6 X 12 = 60 yds. at •/4/-'per ^arcf 7f ... 

5 X 12 = 60 ydaVat^./a/lcpef yard l8/l2/.ij^a i«‘) 

11. Value of bye-products j.riwWKU 

Thu3 the costs of production ^miy ^V'^ulmibk'rised* as* 
follows •— h'oio n e*oe q o 70 I «o«oO 

“ f ‘ ' &>M9 ifrltw 

i(A may s‘ s«t-~£br 
jinuljjiat; V&oiq 0 rtJJo 
-/8 r « « •*» * 

*■ I'pffl lo «* J «. 
*/8 


Depreciation u 
Interest 


roi^uoTjflfis 


ed .[ V'Grois profits I 9 /IZ/- 

f 33/12/r -S^nowi 

Percentages may now be worked' pu^arfd sboini in 11KP diagram 
as in the case pf the expenses f bf^producfmn c ^if HodaP"5?iti£i? 
cultivator in the last^exkm^le. t *ai ~>d 

| — *}f Wl 

J?ote — Tne grogp profits 

labour pj^tbej weaver himself and his family^ a^^these^ijiusfc, 
be deduoted at the .market rate before^the nft pr^St jir loos 
can be determined. ' For 'example, if we calculate *5 

of the weaver j himself' and big wife and son at thA market 
rate, and find them U to 0 be W 8/-, Rs. 5/. aiftTR*’ Vf* for the 
month, then |the weaver’s net flI pTO[n.”^6r' ? eiiterpri5ie would 
actually be Rs. 19/12/. minus R^nn/r-fR^? 7 *^ 1 * + R* 4), 
that is Rs. 2/13/. in 411.0 £ .noJJoalo abf-idJ iUu 



i 


r n to rn.f'.iqcJT cih'sumns: ,, 


Summary Statement 

of; the i'""' 1 

Expenses of the Production 
of a sugar mill at Meerut producing, sugar 
worth, say. Rupees five iakhs ina year. 


Items 1 

; x^iV Amount ?JC 

Percentage 

Ra.Wi^aterials f ~ , ^ m f> * 

\ 2 lakhs 

40 p t* 

p j ' ' VO J-/ ^ i 

Kent Jf)Kr - titUf ^oHc^S s 

1 10,000 t 

2 „ 

Interest noK-Vutpa j 

Wages ! 

20,000 j ' ' 

ir* ~ ' ! 

4 „ 

xpenses of management i y 1 lakh ) 

'(office, manager, secretary * J ) X)<J 

Depreciation s of tO&ls "* ' r ‘" M 1 1 

20 p. e 

and machinery j 

20,000 , , 

4p,c 

Power ( coal and wood ) { 

Trade expenses {advertisemeftV 
*r&*r - n * 
transport, postage' and. 

10,000 1 

* "J 

i h 

2 p t c 

telegrams, etc. ) 

10,000 1 
t 

2 p. c 

Losses due to special reasons \ 
Taxes ( Sugar excise duty, ! 

5,000 1 

[ ^ 

Ip c 

income tax, etc. } j 

Income (Profits j 

5,0000 * 

0 1 * 

10 p o. 

Transferred to Reserve 

> Fund 25,000 ) 

lop c 

Distributed as dividend! 

50,000 52 

? 

i 

- c i vr i 

5 lakhs 01 

k 

j 

» 

100 p. c. 


.fijJ. J J.Pjj « '] 

leuliiaV 
iC‘ J 
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Diagrammatic Representation 

I 

rt(tttws2 


1e ?$> t 



if o i 10 


Income (profits) 

f 1 Jc hun ifiittt fc 1c 

.* i a ^ ,tltouvr 

Tares fl jtJ 

\\ Losses dae to Special ^eAsiCs-* 
2% Trade expenses . ,, 

27* Power (coal and wood) ' 

Depreciation t e-ajf I 

r i h 

* am *1 nr; i }*, w or 
irt* i 19 r if rr f ) 

Wages expanses ; of management j 
( office, manager secretary ) 

({ t >i- i j*n i 

Jnterest i,-, 7 f r i n ( w+r or t T 
2% Rent 

JV q /i i rr j 


rl b ( u ii( i ) 

( 9 /f) Kt ! 

Raw materials rl 1 r I ) 9 f 1 I 

71 *} Ct t> J 

It II /4 i f II t wU 

Scale— 

Horizontal 

1"=R9 5 Lakha 
Vertical 

r=2o% 
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** 1 n r lu o *up > oru-zolfut ^:!T A 

— : L*3^ v 

10,11 ^ 0^ -fi-i *u^07«i # J;.q R nan ; '*i r \ & 2 p *iA 

i »!-'[ a . Some Questions and Ans'wefs'" ■ - n !j •'* 

.Unooi - a,! * i-fovt . q ;; ; s ,<>.■ « .*•■• h .1 M ,-< ,* 

i' ,': J;)If y^u Jf were asked to /give a brief economic suryey.of your 
FJHag^i^P^would ypu ; olas^ifyjyour r main heads of pnguiry, 
"rfSaca* /r f', * 3 / .of] ,-.i j jdf; lo *ri^>r| i* ® e % ]■ ' -rr* ] / 

- -2 * You are) asbedorto ^collect* factsrh mid figures for* the 
construction* of a family budget.* ucHow lw6uld-r:you iset about 
the work, and! what care WbukLyou.fcakeun this ’connection % 

-i'*t • ,» := d \pi\\<T< ;iJ /, oi r'Ovraq.f^See 

* > /i 3 <* l> / Un d e " J W hat r gen T er al 'headtfj^Would you4$la£sify 'the 
expenditure of (a) a cultivator!!? a ^village^^tb/'^ an ^artisan ' n in 
a 1 tbwnR '^Hayb yomany. comments foblfeid?) ^sue~/.‘> Vi 5 

'* u rir |i DrdJ '"f[’See~§ D*& E*] » 1 
" u 4 i ^Pi J 4pare-a f fem\iy budget bf *'eou^ufeptioli bf 1 " a XJniver- 
sity professor earning Rs. 400/- a month, and having th£ 
following member^ of the family to support ; — 

1. Himself 2. Wife 0 J 3,X (Mofher^) r 4/ Wife's 
brother 5.8 Three children aged 10, 4‘and y l. * crf ’ * J ^ 

[In framing the budget it must {> bbl kept/din rmind ** that 
the gentleman fo r r whom the budget is being tframecb is an l edu* 
cated person", and will spend on ^Bobks'J ahd^newfipatpers*, on 
doctor’s fees^and medicines (also on phenyl, etc.)/ bn ^club subs- 
cription and charities,! onB trips! and r picnics, on children’s 
education including private tuition, etc., etc , as much as on 
other necessaries and comforfcB. Hb° will <] probably *’ have to 
contribute to the Provident Fund Scbemevaod 1 vp^likely’ pay 
for his Life Insurance. He will also.thaVe to ipay-incdme tax ] 
5. Prepare f an imaginary bridge? ^fp r| a < thilhworbef in 
Cawnpore getting Rs. 60 a month, or Cof >k .‘tailway^clerk at 
Delhi getting Rs. 60 a month/id Both *‘the: families -consist of 

4 members each, * Find! out the percentage, expenditure oh each 
.«*; v. , r ■tiHf-nrsV i r : f ! lA Jv f j 

group of items to: i the total expenses, and oner your 

suggestions. Z -J1 r.irs>'l, V» r>.i A, 5» 

[ As in the previous examples ] 

6. Write out imaginary budgets for two ^families Whose 
incomes are; Rs. 30 per mensem and Rs. c 3000 j^er; mensem 
respectively. Explain the difference ip the proportions spent 
under different heads in the two ' budgets! ~ GiVe r only * the 
main heads. ^ j j r jr r <f f 

[ See § F, also see* Chap, S^ErigePs Lfiw ]*~ 1 



20. Safas 


( xxix ) 
Rs. 4. 12 as. 


*.?’« i^r.g 'i/i 




12 


- . r r ; 


* 2> 


21 ; Debt payments Rs. 2 


if - 


2 0 

-*A 




-U. ‘ii’ru } ,o 


Total 1 TI9 1 2 


, t /These can be classified as } shown below,:—; , M % , 

* f . t Rs.* as.^ * .* ^ ^ j „■> j , 

1.* Food \ A s » *Nif} , J 1 *.^ - >(. O'* #. (tf * t I* , * f . tj-J 

* 4 ’ *Ata ' } > n i t n i t /r i ^ ; , f 4 ,i rn 

* ‘Rice *•■»»?> V-l>37^^ '* 1 '* — *. a*** " ]’ > sr r : t t >i 4 

Vegetables '**-£ fj**» - 1 c^l do; H\. ^ v ' 

Oil for’ cooking ~ *8* ' ; 7»i / ’ - 2 *£’ 

r ,M Salt '* " *- J i K>rrp ‘ ^ , IT>*; . . 

. u.'iL.\ ', ■ ^ 13 1 0 " " ! 35-63 ^.-o. 

2 , Heat and light : ' 

' , Kerosin 1 oil ^ 'V,' H?> r l! J ! ‘ ‘ 

v Wood v< '' ‘ ’ “ J ‘ ‘ '* " ' u V ', '" L ';" Km *■ 1 l4 ,' 

, i <j "if v J ^ 2, 8 0 13*67 p. o. 

». "Clothing i b 
^ ! * Shoes 2^‘ 

' Dhoti r/ V "V 


8 


Safas 


0 Coat^ 


i - A v >4< A ' L 


j/ •' j *- 

l f 3, Oj j , 


4. House rent * 

r r a 

5, Miscellaneous ; 

* lo f 


*n iriC « 

• V* f\ 

r Ti !?/■ w 

'/'! »°v ^ 

ijo*; hr 

Si ,»d)a*a lT-fu.r. 


. ua x. r . * 

f "ti 

**7 ; 

■ • «Uv' «• ,r- 

/>na’6’2l p.p. 

i,rX t 

M • ov X , j ^ / 


\ K, L ' 1 C ** ” • c o » 


?3 A ' ' 


(ij° Charges for"" 1 jt ^ 

x.; ic, b i ,;o • .V* i A iJ l^irra. d;b? 

domestic service .4 t .... * 

x' ;..<f'' ''-i!/ tr -l s •<*# .*J !•» v " . ,'2ui 

r . <V> .R omfor ^ a ^< -! 0.£ ■ .J1 - J ur , . Po *4, io tv 

*.£»t . . h ,xurie ?. ; ,, , ■- J.~r» i'-c j oo hJ: L r 

Sweets 8* This item . . may, , ^preferably 

,Pan, t - , , ;j 8 . be. taken n to ^ ‘'Food’’,, column. 

Tobacco 15 J-b b'r, nj 

• '■ 'Liquor^ '*3 r ' * ioi 

•-‘"u •'•Cinema'.' > { 4 1 * _ •/:'' ! <d An',' 

(iii ) Interest on debt 2 — . >K»{rf r ..i» 1 . '( ! 

(iv) Taxation ^ 4 ; r h «* ; "° ^ ^ 

(f) PurohiiSe 3 ^ P* • *’ ' fc * 

and renewal ,Jrt ‘ lX ‘ J ’ i; - 

’'of furniture 2 ^ 
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2,mr : ' 


3, Wear and tear~of capital,* i e.* A ),V; * ? 
depreciation of ‘machinery, * 1 ' * 

s •> nc ■■nv. Approximately' ;l;p00/- 

i 4. Expenses of management^ i.e M ^ 

''salaries' of 'the staff °of -th 6^ 'a-fr - •;£} 

factory ’ including the Unaiia-i/^u y r.-vr-jn 
*rju f:;ih o t ger ^apd o secretary, and- ^lso,,^ 0; . 

^uc^cee t<? the : proprietor. : ^ ,* 3000/- ; * 

■■/‘•/iCin 5>2JTrade expenses, -such ^as travel- . ; q />j ^ ** * 

e»;bW ling,.r.salesmen,oci commission t ^booo , ^ 
jjfrs u. agents,, catalogues [.and*, price j fK . ; 

.ovJjj iJifttfo ^advertising,. ..insurance t . / 
charges, etc., etc., ^ b 

t ij r t . »'•* - .o /. • » v ^ % j- , 

6. Losses or other subtractions. *' ,500/- 

i - : - U ?; ' ? fees T - ... <*-• »«fc/7 f vv*‘!50d/. 

i J 1 ^ . j .-*•*' ^ - r ” 

8. Price or net profits, i.e., the ' v 

■'* P ?,1< “Reward ^or A’s riBk-taking^o#^ % r r * - 

enterprise. * ur-iv u'? y . *i f 2^0d0/^ < i ,t 

d*r.ri WnTotal sale- proceeds. -. 0 ; oy /no! ,,^12,000/-] 

v *’ * £ 1 2 r S u p pos e ; °yo ii have' a mind to start : a^hotton .mill 

or a sugar factory somewhere, .vwfcafcu considerations would 

you have in selecting a suitable town or place i/ for, the purpose 

and what . enquiries would you make before you begin 

f ; * f ° 7 * r 
-*:o' ^x. ‘hh’/o'v ^ba:n . ou-vj '»/l^ "'TO %;nr* 

[In order that a place may * ke suitable for starting, say, 

a cotton or jute mill, or* a 'glass or sugar factory, the following 
general conditions must ‘fee fulfilled:— :i y r ? *'’* u ' k *i 

% (1) The place must be such ° th aV raiv* ‘materials 7 may 
'* be ’"easily accessible. «•**& dyj/in < : 

(2) It must tea railway station 1 so'" that ' tfahspot - may 

%i*\ vcrp •' i^a: l kit.- v j ;*i\ 

' ,* he easy. , , ^ ‘ ‘ 

, V r< ~ 13)/ Cheap ^ source*' of power should be at hand, 

1 / ^ J (4) ^Specialised; Jabour must be avaialble, otherwise 
thev would have to be imported. 

(5) There must be a Bank in the place. 

' 7 . ) * j-U 1 ; i.’jt ji . s 

(6) The clim&te must be suitable, for example, for 

• J cotton’ ' mills ■ damp climate of ^feoibbay is- 'more 

f mid vv-f :j» j 

suitable. ... •. ' ■ ' • * ' 

- h - v ' : '('l) In -some " cases; it must "be : a:’cbn r sii : ming-centre so 

. "tbatTBei-b'may -be a 'lodal :: sale, -'e. 1 gi;-T)elbi : ft/lotb 


Mills. 


[i 
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• ^ t } 

did you 10. Rg. 150/- j^but I got 
l>?r?;qw,{rom h/rn?^ ^ ^ ’;obly Ra^lM/- ‘ Mually for 
w^*.i fu : v V., ' I 1 jiad’to pay ''previous 'interest* 

. What interest, do.you^% i r 11.., He t also charges, half 
pay.hirn ? u , ,•* . : r ; ;rr an anna per.ruppe permensum, 

12;' 'Why ^don?t "you bor*«v { ; i There: are no , -Banks 
row from Banks? initke;; villager and /therBanks 

-nhyrd 'iN •; * . ; . ,iin ; the, tqwa.also* refuse to, lend 

without adequate security, 

• ' ? O’ 13.- Whatris. your income t «; 13, AboutvRs/; 300/- this 
from tb® crops"?.-. rv /nm ^-,1' y ear, ^ though. 4 ;normaily .ib.-js 

‘"T-r ”, i : .vj ; > above Rs- 400/p. 

T \ :Lii ?m<h ' *i\ h .iiQ'i ,'h V , { •, b ; ;,J^V tS ; ^.r-' t . * r 

7, vn sk rt »• r ; ^ Amojint.of Indebtedness ,, 

Loan from Govt. Rs. 40/- at . 6% { =vR? t ;* 40/-, +Rs. f 2/6/6 
„ i rv/r .Society* Mi . 6Q/ n {at- r IQ%— •?»,. .60/ : 4/12/10 

„ Zemindar,, 250/- at 37±%,= „ 25Q/ V .^„ 93/12/- 

«, mT » .Mahajan . ft ^ : .I5 f 6/-^t ft 37^%* ,, f; ; 150/- ^, £6/4/- 

Total! borrowing ? 657/3/4 ;;n:d r, - ; > 

Jr- .u’lqurd Mrfd! • » 4 .jliSSB income V; , 7i , 300/^/- . y * 

'• Lr ' i ■- ^Deb t- rU *' /r 357/3/4^*^— ' 

. V*:t r7v"s;/c»o , ::b> ; * oiH:* ^ »* w os*-. \ rs -7b 

♦ r » rrc 14. - ^Suppose y ou. arefcondupting lenquiyes^f intp f ihe. condi- 
tions rof labourers in a .cotton. mill,. { w,ritera.li^trof about a dozen 
questions.-which yQU'.wouldtask the manager of a, , mill, in p^der 
to : assist your -enquiry n? Also, fwrite'.out.jthep answers ^which i you 
thinkfyou, : wouldjordinari{37get. >,<;> d:nJ v,j 

io*:T Q^' Rd'w many dahonrefs 5 ar^ M wdrk\ngdn:your>miir:? * -v 
ik ‘ :n About 4,000 if bourefs; > ' ' *?-' /r * n {t ^ ^ f ' "■ " f 

. Q. ^re women and .children' also employed ? *' r ' ,Jt ’ ' 
i-ir ^ru,/ f ;i/r4u iU: * --ihrT rr: 

A We ;ha-y«, a bou^ r ,400 , .^apien -labourers in the weaving 

Section, 'bufcmone . in; the. spinning .section. ? 0 We .do. not, era ploy 
children ? r- ;: . WK; 

-n C v Qd How-many hours, do. the labourers^jrork .1 r ,- : 

A Male labourers for 10 hours and female dabourcrs 
for, ,9; During this time tlir-y; get an Lour V rest. . ^ 

'' r : ’ & r : Do\hey^get afiy 'Holidays ?W -'"o fr .. f-; * r ‘ 

J " r 'A: ;; Yes, on^ ^ iind ays.' Alsd'somVbBferdiolidaysf 1 

' ^" Q^BlOW do ybu Ij find ' the labourers n - Are ' theyOquite 
“ effifcient'in thVif work V' ia ' r ** ft x/ * r> '*; 
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i i Efficient m ,a ' relative term*’ 'Bui like all indiau 
lalpurers, rapst of them t are , not very smart ant! enter prising, 5 
M>ni» of them are lazy and slew aod some lack In sense of duty 
nnrl responsibility and need strict supervision 1 On the whole, 
they are i?ot quite up to the ‘‘mark from the point of vie W of 
efficiency, with the Tesulfc that the out-put ‘per man is small as 
com paired f with other countries, , y , I( lt 

Q What arrangements 'do you make for their lodging 
nnd fotJtlftig ? ' * “*■ * ‘ h 


■di’ 1 We are sorry the factory has* not yet’been able to 
arrHhgo rof*th^ir housing, and they make their own arranger 
raents which are * moat unsatisfactory. Their houses are 
wanting in ventilation and healthy surroundings. And about G 
to 10 persons Jive Tn the same room? 7 They make their own 
anUu^ements f<lr the boarding 1 * w miD * -i r< 

f \ '9* "jPoes ibis not tell upon their health and mortality ? 

* V U ' ‘It does.' ’ ' ' ^ * l f ^ hr ,uA‘ 

Q "Does $oi the Government or the Improvement Trust 
do anything to help the situation ? .*> 

A Yes, ! tho Improvement Trust has slightly improved 
the condition by^providing here and there suitable roads good 
drainage system water-taps, septic tank latrines, conservancy, 
etc.; and baft aWo compelled thb employers to pay' attention to 
these ifaatiers ‘ Some' mill managers have of their hwfl accord 
bfgun'‘to ndake arrangement for ’providing » windows and 
roof ventilation and lighting facilities in their quarters which 
they have built for them They also' adequately provide 
water for drinking and other purposes such as washings « Bat 
what ha° been done by them even is sufficient, and 

conditions can bardly be said to be satisfactory % Tf |0 number 
of mills in India which provide playgrounds and schools, 
hospitals knit dispensaries,’ libraries and gymnasium and such 
other amenities of life can * be counted on "the ffngerA of 
one’s hand f ** 

Q. Do you have ' any 1 hospital 1 or dispbnsar^ for* your 
labourers ? ' x 1 t ! 'H't tl *i -iv 1 

A Not a tegular hospital, bnt we do have'- two '"qualified 
doctors and one nurse. We also give medicines’ free atitimes, 
but generally the labourers; get the mednnijea/rom the market. 

Q . . Do you <pay anyj compensation r tp (ho r labourers 
when they meet with accident, while forking J ((j If a eo, ,to 
what extent ? 
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, Yes J sometimes we have to pay under the > Workmen's 

Compeasation Act. The amount depends upon 'the circum- 
stances of the case. 4 v ,r ' M l ' *■ 1 


•Q* „ What is the rate of wages paid to the labourers ? 

'v A. Men labourers get a^star>fc ( bf Rs. 20/~,a. month, women 
labourers of Rs. 15/- but the salaries rise gradually and there 
are about 500 workers getting over Rs. 50/— a month. 
50 workers getting over Rs. 250/- a month, abouit 50 over 
Rs, 500/- a month, about a dozen getting between 500/- and 
2,000/- a month. 

Q . Do the workers have a Union of their own ? 

A, They have no separate union but they are all 
members of the local labourers’* association, which is a strong 
body, indeed. , o ‘ 

Q. Did they ever go on strike ? When did they go on 
strike for the last time'? ’ 

They also struck wobk-when’ there* was,a* general mill 
strike* in t:he-cityi Otherwise, we^have almost always been able 
to gyoid -s uek situation .hy our sympathetic attitude. ; ^ 

Q . Are there any government laws that regulate the 
tihmber df hoursmf work and rest/ the number of holidays; and 
other conditions of work in the factory ? \ / r 


.the. Factory Laws, Mines Acts. .Workmen’s 
Act^ etc., etc, ' u * ' 1 

have two'atmas in your poofcet? There are three 
articles, each is beings sold for. .half an anna. , The utilities 
derived { from successive consumption are as follows : — _ ? 


Compensation 
15. You 


Utilities derived. 


Unifes 



* • } How many ; oranges, , pencils and^eigarettcs ? will you 


purchase % \ J7 , K* ' ' . * t ^ 

[A. First, 1 -shall have, an .orange, for ^ it .will give the 
highest utility, nest I shall buy a pencil, then a second orange 
and 1 finally a’ cigarette: >. u.s • • ' ‘ o' '' >. 

That is tbsay.T shall buy . tvvG oranges, -one pencil and one 
cigarette. ' 




16 The following table b \ owb the ^utilities derived by a 
person by spending money per week on butter and sugar — 


Pence 

c* 

Acurelfate 

Ut l ty bf 
Butter 

Msrg nal * 
ufc Hty 0 f 1 

Butter 

! * Aggregate 
j ut l ty of 
8°g<f 

Mara nal 
util ty of 
Sugar 

I * 

ID 

1 " 

9 

P 

2 

IS 

8 

1 10 


3 

24 n 

1 6 

20 

4 

4 

■ 29 

* i 

r « | 

3 

6 

- 3* 

3 j 

53 i 

b h 

e 

34 

2 | 

26 

t 






I t 


fa) Suppose this prr?on hntf 0 pence a week to spend on 
b liter and sugai 1 H&tf should he lay out the sum on these 
two articles so as to get the maximum amount of satisfaction * 

fb) Is there any economic |<fe* areorling to which euch 

distribution is made ? n e i 

[ Ans (a) He should buy 5 units of butter and 4 units of sugar 
fb) Y<?s the Law of Equ$ marginal Utility ) f , 

17 'A person lias to buy mill butted sugar and tea 
I he utilities of these commodities to him «s measured Iri «m?is 


are as follows 

Milk 

30 

28 

24 

20 

16, 

12 

Butter 

26 

24 

20 

16 

12 

10 

Sugar 

24 

20 

16 

(2 

10 

8 

Tea 

-4 

16 

12 

10 

8 

6 

Supposing he spends 

in rupee 

units 

how many units of 

the commodities will he buy at tie 

most 

and what will be the 


total amount spent ? 


[-4 In the above enamj 1* the utility is measured in 
annas The man spends in rupee units Therefore no unit 
will be bought the utility tf which is than 16 as ^ ^ 

Therefore he will buy o n ly 6 units of milk 4 units of 
butter 3 bmts of sugar and 2 units of tpa ■*! e 14 units in all 
The total eum spent wou'd bo Rs 14 ] • 



; 
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d * ' :> I 1 / Hj' ^ -mJ j ! , [ Mf ' . f. -c } 

, lo- A man has r R*. 23 with hint He fias co buy food, 
clothing, shelter and ornaments. Each ^unjt costs' Re, ^ |HoV 
many units of each commodity ■will he porch a sc if the utilities 
of the different units are .isSfolIoWs : — 1 
Food jCIothmg ' i 'Shelter 


10 _ 

9 

S 

ur,.> i. c 

"6 ‘ 

« - <’ « 

0 i f - 


8 

1 

G_ 

5 

4 

4 

3 


S t 


,1 * <- 


6 ' 

& 

-t • r.r 

.,’0 - -O' 

•f 


■ i f'i r 

,, Ornaments 

f i , c. i t 

, 3 

-• ,*- 2 L. 

f } 1 1 


r 




4 

2 

0 ' 

r n 

1 „7> ^ 

► '* t1 - V* r // J J * I f 

"2 / 

* u ~o 

j f i / j n £ 

i ' 




lt <J 

■ r r r VJ fr 

ii > 0 c ; r *q u’O- 


r , 1 , f • 17 1 *•> 4. 

Is there any law according to which such distribution is 
made ? Give a diagrammatic ^renresentatioh of the lawr 

HI -*■ If i - 

f He will buy 9 units of, food, 7 of clothing, 5 f of; shelter 
and 2 of ornaments, l i si:. 

* £ L 

y £ In the dia 

Diagrammatic 7 

representation i 

of the Law, 


.O I 1 f r g. 

t ft Ml „ j*07 iV M 

P f i Kj 1*11(010 'll f* V ^ S^t|sfdC 



gram T given 
curves I\ 0, 
re i J3, -and Q show 
the diminish- 


j ’iJ -uuj food, 


$ r tion derived 

i t * * j 

‘from 

t 

clothing, shel- 
ter and orna- 
ments. When 
00 o is spent 
on ornaments, 
OS 2 on shei- 

. ■» *2 nr.'-tf fou 4 r ?* *rter, 0 ;0® 2 on 

clothing^nd OF* pn fooch the marginal utilities, in each case 
are } the sanie-r Q x Q r2 == j $ 2 S fl -vf= .0, x C a jf === F r; F 2 r , and this is what 
the law of eqm-riiarginal 'Utility points .out' ]r <* r ^ x r -<<t 
ur lh J I have" 21 l laddMs/ I wiSrto' distribute iheSPamohg 
four persons A, B, C & I), ip such a way, as to v get X maximurn 
utility. The marginal utilities of the laddus to each of the 



persons, are noted below. State how 1 should proceed to 


‘distribute the 'laddus. Sow ‘many wilt’ 'each 
will be* the ‘total utility'? s ’ W ” i <r,r1 ' 

' ’ i7 ' i:t "A- 1 "t t 1 1. ' 1 "V 


B 20, ^ 16, 13,. 10, 8, 

C 18, ' 10 , X"% 2 , 

D ,25, 21, 18/ 15, 12, 

[ A will get 6 laddue , B 5. C 3, D 7, ' 


ibtam ? 

k 

0 
6 


What 


fx. 


w 


A will derive 
B 
C 
D 

20. Oranges are sold at two pice esA whil B mangoes 
sold at one pice each. You have four annas In your pocket 
The utilities from successive- oranges & m^ngoe^ are as 


15+13+11*4- 9+ 7.+ fj — 1>0 utilities 
20+16+13 4-10+ 8 =67 ' 

18+ fo+ 7 ; «35 JJ" 

25+21+18+15+12+ 8—99 J*,, ] 


follows 


Mangoes . 


0 

a v'lf vuji ciod. *1 

*vtu t xL.c 

° * J Hi « eK j 

a wm fmn lo 2 I . 


/ | 

o.1 H- ,/ 

* l He will buy 5 or&nges and 0 mangoes, } f / * | 

i " t 21. ,> The returns from a plot of land ^iHy’incTeaiirg 
application 'of labour and capital are as follows \yS = ! 


Ist/ 

r, u >ig 0 .. 

n 't tiiidiC* 

15, 

2nd 

i* to -*u 

?nu 

Wd»3 r d 

,MfdM l*J 

,1 «Olg > el* 

4th 

3 

4 

. ,5th. 

2f 

3 

f,i 1 6th l 
«• 7th ^ - 

2 . 

1 

— 2 Z J < 

i 8th , , 

1 l\/‘ 

Cl.). I»l 


f " * Doses of labour 

Total 

Marginal 

^ Average j 

■ ''* l *ahd capital 

returns 

returns 

returns 

l" j 

5 / 

5 

S 5 ' 

bt* ; 7 / 2 

20 

"15 

10 n < 

« 4) *unm ^ 

* .36 0 , 
>1^152-//— 

/ 16/ 


" HS *’ -OO g 

I 65,/' | 

/13 

\ /I3 ! 

‘v* 06 A 

, 72 


y 12 

nr ,*0 %/_ >70 {/ 

' 2 

/ 10 


! <TJpto what point will'production be carried 1 & 

" ,u [The production t¥ilV : bV' carried here upto’ IhfT^ltf'dose’ 
%6c’auie '4t ^’5s here ’ that \he 'marginal and 'average' returns 
are equal. It may' beccairied still j further,' but .not’ beyond 
the . pojnt where .the cost of the^ additional dose of labour t and 
capital is equal’ to’ the "average return. Read YA. I foolnolts 
iti'thi'Ltiiz m Diminithihg Beturns ) * * J ° fU >/ < ’ fu 1 ' 1 
tlj *■ v t id 1 '.''! i Ml'. oil vie. 
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" -/i 0*l v * *'« ' 1 1^'," * »»; , y. r\^ , J r/ 

22. The following table gives the marginal ^utility!. of . 
different units of commodities X and Y to A and B 
Units of commodity f Marginal utility Marginal utility 

H * f ‘c V ’ - Ait k* * c xr J i-i (i* _ ‘i 4 _ 


'*K‘ 


v 

2' ! 

3* 
4" 
5 • 
6" 
7 " 


.v:r. 




of X commodity 
M 50 
45 \ 

40. 

* 35 
30 .* 

./. kM. 

’• 20‘ 


‘ of Y commodity 
30 : 

27 ^ 

r.r.j* 

24 ; 

21 

18 .?!*' . 


■ t 15 

:'i2 i 

flirX» only..,,, 
howymany*? t 


...A. has ,7;.; units v ofX only and/B has..6 units 
If one unit of X is exchanged . for one mmt/qfrY, 
units *o£rXrjmd;iYi- wilt be. Exchanged -,wh<m Au? and iBxt come in 
contact] wit& each -other; ^ uWbafc would be* the gam^t6 b’bth i1t 
A and B as a result of this exchange ? • Sa d>* — 

• [A will be-Villirig To' exchange 2 units "of X' 7 for Y ; ; B will 
he wi hi ng t o { exchange 5 units' of Y for X/ Thus oniy ' i units ' 
will be exchanged.., .[Read vol lLpages~6—8.]- v . * n 

23. /The 'utility- of 'a commodity to;a Buyer, fe-as! follows:-- 
V 1st unit of the commodity 4* pice y :'! XI ■; 

‘ C 3rd ,y; yi />,; : .. ^ 

If tlie price in^uhe^market' is 3 pice/ how many will 
be buy ? iy :; / --/tv '• - ; *) 

[2, becalise in' the case of the' 3rd 7 /commodity he willhave 
to pay 3 .pice , while he will get a utility worth only- 2 ; pice. 
Read vol, II Page 48, .footnotes; r* ; Vc,.:*/ : , \ y 
24 Suppose/that on a certain;* day;in market : y v/ \/\ / 

11,000.' people :are willing to sell gobhis at/4 : pice V ' / { 

jfiatod * :; .- 

fi^OOOd. . :1 

And Suppose/ 1 SjOOO fjgbbKi$}' are .ozi/saleJY What will ; be 
the priceT*/ 'JJl yrvXyvXl /J.-j :/ iiyiyV* ' * .?? M'T77~ : : y/y 

[2 picp/ because if it is highery lO'OOO. gobhis will ' f be /left 
unsold. Redd-yoli liijPage/49, footnotes].]^ y-./,. ///XX7X1 
25- - piye in ; one table/tlie/ham th>t will 

be bought;by . ai^rjch:persoii, ,at:iniddle'claW person/ and a poor 
person at i the. /prices noted -belo W; - yAdd/up ' the number of 
oranges bdugHt/ .b^/rthe/three/^ at/ the different, ^prices 

to show their total de m'ahd ' ' and 'th’eii ' trace the total demand 

on a purvey^ n.i : :v J-b/- ' ^b v rs: ^^VA; 

xJ , Prices % per dozen;— 16 : as.,.- 13 as77;9. as., 7 [:ae^t-;:5:^as /■/.*! r 
\ - * *’ - ' ! " ' [Ans. see vol. II P* 32.] 



26 The following scbedt 1“ repi 
wh4at on a c«4ta/n daV — J . * , 

4 ft l /_ i f f / i 


presents .the market for 

rtM t 


Amount ( Supply price j peraand price ^ 

IpO raaunds Rs 3^ per m&und 1 Its 8/ per maund 


i. c v 

la) Plot the demai d end * ippU eirvesof a^oramad ty 
from the da a given in the above schedul^and deierinmfc the 
normal e^uiWr I hm price' bf the b i&modtty “ind the amount 
that Trould be afippl ed at that prW f 1 

(6) Whhtbwould you expect lo hapj!»ef» if the arabunt \f 
the commodity available/ in the market at hny time 19 JoQ 
maunds and 400 maunds ? p t ,» jj i n r ff l ( 

(•dfl (o) Taky two ^faigbfc lines OX and r jOY at right 
angles ^ v f ac ^ t other O j L j. ^ten small] B^iarea alpig j 



HHiHilfjSlRISKKSKKS: 


OX = 100 mds and eight small squares along OTWRdT/ 
Measorean^onds along $QX and j rfces (Uong 07 ’By plott »g 




( ixK'k) i 


pointsjforithe figures,, in columns ,;1 ahd 3klwe1geb - thKdemand 
curve ^£,^and : ;byi*pjptting pplnts Tok the figures :mr columns ;l:n 
' a nd,2. ijw get .fcbe .supply.curye 55', y?hich, ? pu t -at r the < point gV. 
w kic£x ( .i8 JtT fc^e; ppint of - equilibrium^; a nd g Iiav*th% normal L 
priceM^hich'?; according *to ntiie > nnits-^dopte^^C^uats^Rar 5/0 w 
a pproximately d fend 5 OP ' will 7 be thb c,! femount ^su^/pi i£fci "'a £° t It fs 

price 7 as welka^tFe ^mVlinfe* ’demanded! ,f# ‘ v ‘“ ‘ ° V^!-.', r /7 
(6) If tbe.amounjy.bf the ^commodity available ip4be mar- 
ket (j. e., the Supply) jibecomeH> 250 maunds jonly at /any time 
the price will rise. > tJf ‘ thei; amount of commodity- ^available 
becomes 400 -maun ds )r ; the price will -fall duebto supply being ■ 
greater than demand^] .» r f. ;>/* 

27. Drays demand and-supply ^curvesKaccording to the 
following schedules£^-v> ,o.y 


Demand^ 

c™’ hr' 

30 ‘ 
42 
72 
210 


1J7 -- ''y 1 ''-' Wheat i '. 7Ul ; 

;nr, f-cfiq?,?* ntm •?;/«?!; *j r: -a ; 


iff '•orfbrvj*! ^ r A c firgi.‘Ii 
r; v.v/(fts. per md:)i 
* 14 u 


0 

5> 


10 > 
6? 


*u'o 

in Aim ,v >*’ 
;:.Y J. ’S'JPPjiVj 

,; f 100 ' 

r: 60‘- 

‘ 30 

' 1 10 


[First settle the ’Scale thus— The highest price is Rs. 14 
and the largest quantity is 210 mds/ You can take one inch 
for Rs. 4j thus. 14 will be represented by a line 3|"y Similarly 
you* can take .onqdnch for^ 6$, mds.* so that . 2 10; fmds. , jare rep* 
resented; , by a, 1 inej %hri'x\ Z ,ri! am bo at .In coi’jq &d1 non 
Thus your scale is/one inbb 4‘ •{ r tidal )i tl ' *->un fs -nV: 


.pSI bnandT',^/1 ,//■ 


,V'u6flf mds. (horizontal], 


,; %ou ^houlk ifot’ 'forget 1 thatr* prices' * *fere n represented; **6y 
vertical 'lines^'Br r 'ilong' a ) xib : 0 F/'atid' ' ^uaktitiefe' liy horizontal J 
lines' or/alftrig'aim OX ] r) &p * «•' V>1 ■ : ' i 

-j :U>} ' OilT ' .ai:iCT£ Oi *IC] 

^ J28., The fqllpwing^table. gjyesjfche «co^t r p*f: ..passenger and,. r 

the number of passengers that, are likely* to be carried, by a.,, 
w\ib> .k'VK'rru' vfi«if.7. 4 MWy* .ft /a .n-r-s ' 

cert^m railwaj^ company,,, between ..phcr,. stations^ . and t ,i3, yy , , 

5«vft /J-*b ,i:M Ouud)- iff 


Rs. 4/r 

1,500 


„■ 3/-. 

' 3,500 :n ., r ,rr c ;:, ); 

p 1". 11 1 

„ 2/. 

6,000 ,y; 


„ i/-: ■ 

10,0.00 j,. j; 

■•••j:: a<H .“V.-fe 2 


What rate would the railway ’company. cbarge r for ^carrying ' 
passengers from A to B ? ^ - 
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35 How would Vdu make payments of liboney in the 
following ca«es — ( f < an * n? j t f 

(а) You have £o pay Rs n l0QO as shipping fare to 
Thomas Cook and Sons^Bombay , 

(б) You have Jo jaend Rs 1000 to your 'brother at 

Calcutta , iff 

1 (c) Yod have to 'send Its 10 005 td a rffarWi living 

j at Indore j h t a i / i t u r if 


id) Y{m have to par £ 1,000 'to 4 London bookseller 
L i te for bobWputch&sfed from him Ifof %he Collie 
to tliBrary'? i v ** * l u * < 1 

by cheque on my*Bank , ^ ri 1 f 
[b) 'draft ot ielegr&pl ho remittance*, ^ 

^ fc) „^lHundi purchased froM a ^Bank' or Svahuknr 
7 dr s o r with bffic^ atTudcIre ^ 3 3 ‘ r 

^ (djj , Banker s Draft (B^ll of Exchange obtainable 
n 4 1 from an Exchange Bant ) r 

35' } Descn/ie Vn 1 del ah any small pr'Wrge scale industry 
t j'oo^may have visited ^ ^ ^ ^ ^ 

( f T(| „ Aligarh Lock Industry. {< 

f fitftofy -Started \n jI85Q, as ofritesult pf the stimulus 


given, by the Postal Workshop > (dour the Government of India 
Pfess) Being centrally 3itnated, Aligarh could also attract 
labour on easy terms, and qould purchase raw material (and 
sell off t) e finished products) through Delhi which is an itnpor 
tant distributing centjp pnd so^near Aligarh v \ ^ r i 

This gradually led to specialization of «Jqboor and capital 
and established iv good-will! m the different e parts of the 
country i i « i n itu » i i e r<* ( 


, ft The industry had a fillip during * the Great ^European 
War Tljeq there was 'a elump But igam, ns ’a result or the 
present war the industry bas ; made, a splepdtd progress, and 
at present the raanufaclura of ^ locks is t being undertaken ir> 
almost evety street of Aligarh vI Morej tlian 5000 workers 
ire employed in the different processes , v and the daily average 
» utput may be estimated at 30 000, to 40^000 J} locks, worth 
Abonl Ra ^ t)D0 io l6,^ V Aioatyo'f fhe ^ocks^re^b »se 1 orj 
fh£ fearer <3ev ice fjonielocfe^ have ^oee^ pi tented ? t^ h 

Processes of Manufacture —Roughly speaking ^here 
ar** 1 ! ridges in the making ^of locks (i) DXa/oit^O^ihe meltipg 
of the metal in order to mould* the required^ patterns— Gber, 



( , 

Pattas, Hurka,- Lever,, ’BhogI Sik n; ef0 f are prHpa red 
Oni of teak-wood and then press^ gand filled inbo “Sanches” 
then the 'melted metal ia pow uto tbeSB .‘Saneha**’, and 
the required moulds are cast aufo lcally Qn coo} i ng . (jj) Riiaii 
or the cleaning of the various par^ a lock an( j adjusting 
them into a complete lock, (iiij Polk, r ' lbbing the lock against 
a rough f surface till it becomes pe^ ^, m ooth and shining, 
and nickel-plating or galvanizing, as, ‘ cas?e ma y b e. 

I j Raw Materials: ~OUl hrasa nt*j s are obtained from 
"Ahraedabad, Bombfty, Rewari and Ja^ri K Iron sheets are 
obtained from t the Tatas. But the sup Q f ravV materials is 
not of the right type * 

Labour :— About 5,000 labourers \ wording. This 
includes about 1,000 children.^ Working^ jitions (housing, 
light, ventilation, hours of work, holidays^ ) aie not quite 
satisfa dory. Monthly wages of *‘Mistris v a . 

in Dhalaii R-. 30 to 40 
„* Ritaii ,, 80 to 100 1 - 

,, Polish ,, 50 to'OO 
others 4 ,, 20 to 2a i < * ' 

Capital* — About R,s. 2 lakhs invested in tt\ s ’and rtldchi- 
norj\ About Rs. 50,000 are spent on raw mater^, etr*\ everv 
month. Finance comes mostly from the proprietor themselves ; 
sometimes small workers take the help of moneyeuder^, and 
big workers from the Banks. 7 \ 1 

* * i 

The amount invested by individual firms ranp^ between 
Rs. 200/- and Rs. 2000/-. Machinery is got from Taiv or from 
Birmingham, Ordinary tools are locally pioduced an< jepaired. 
Since the value of a lock r depends on its being diffeent from 
other locks, the use of machinery is generally avoided except 
for plate-cutting and polishing purposes 

Organisation*— There am several types of producers ( i ) 
cottage industrialists, working with family labour and pi educing 
locks for sale td firms of commission agents, dealer\ and 
Beoparis at their own place, or sometimes also to shop-keepers 
in the town, These are generally indebted to Karkhanedars 
on whom they mostly depend for the supply of raw materials 
and the marketing of the finished goods* (ii) ManufacUiteis: 
These are either individual entrepreneurs or partner drip 
firms, working independently on their own account and 
at their risk, obtaining raw materials, engaging labour 
in their workshops and selling their goods directly, 
(iff) Dealers or firms of commission agent* —giving materials 



